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REGULATION  OF  COMMODITY  OPTION 
TRANSACTIONS 

Interim  Regulations 

The  Commodity  Futures  Trading 
Commission  is  proposing  to  amend  its 
interim  regulations  under  the  Com¬ 
modity  Exchange  Act  relating  to  com¬ 
modity  options,  which  were  adopted  by 
the  Commission  on  November  22,  1976.‘ 
Adoption  of  the  interim  regulations  was 
the  first  stage  of  a  two  stage  procedure 
for  the  regulation  of  commodity  option 
transactions  in  the  United  States.  The 
proposed  amendments  would  implement 
the  second  stage:  a  limited,  rigidly  con¬ 
trolled,  three-year  pilot  program.  The 
pilot  program  is  designed  to  limit  com¬ 
modity  option  transactions  in  the  United 
States  to  options  offered  and  sold 
through  the  facilities  of  (1)  boards  of 
trade  located  in  the  United  States, 
which  have  heretofore  been  designated 
as  contract  markets  under  the  Act,  and 
which  are  licensed  by  the  Commission 
as  domestic  commodity  option  ex¬ 
changes,  and  (2)  existing  foreign  boards 
of  trade  which  are  recognized  by  the 
Commission  as  foreign  commodity  op¬ 
tion  exchanges.  The  interim  regula¬ 
tions  currently  in  effect  were  de¬ 
signed  to  provide  basic  customer  pro¬ 
tections  in  connection  with  the  offer  and 
sale  of  commodity  options  until  second- 
stage  regulations  of  the  type  now  pro¬ 
posed  can  be  implemented. 

Prior  Proposals 

On  October  22,  1975,  the  Commission 
announced  that  it  was  considering  the 
adoption  of  rules  to  regulate — or  per¬ 
haps  forbid — transactions  in  commodity 
options,  including  promulgation  of  a 
temporary  rule  pending  the  adoption  of 
a  definitive  regulatory  program.  (40  FR 
49360.) 

On  February  20,  1976,  the  Commission 
proposed  comprehensive  regulations 
governing  commodity  option  transac¬ 
tions  not  entered  into  on  domestic  boards 
of  trade,  including  options  granted  by 
commodity  option  dealers  located  in  the 
United  States.  (41  FR  7774.)  Under  those 
proposed  regulations  it  would  have  been 
unlawful  for  any  commodity  option 
dealer  to  offer  or  sell  commodity  options 
unless  the  dealer  met  certain  financial 
requirements  and  was  registered  with 
the  Commission.  In  its  release  announc¬ 
ing  those  proposals,  the  Commission 
Invited  interested  persons  to  submit 
comments  and  to  participate  in  oral 
hearings,  held  on  March  8,  1976.  The 
Commission  also  noted  that  comprehen¬ 
sive  regulations  would  not  be  adopted 
until  it  had  an  opportunity  to  consider 
the  recommendations  on  commodity 

>41  PR  61808,  et  seq.  (November  24,  1976). 
The  interim  regulations  were  adopted  by  the 
Commission  pursuant  to  Sections  2(a)(1), 
4c(a),  4c(b)  and  8a  of  the  Commodity  Ex¬ 
change  Act,  as  amended,  7  DS  C.  2,  6c (a). 
6c(b)  and  12a  (Supp.  V,  1976). 


options  of  its  Advisory  Committee  on 
the  Definition  and  Regulation  of  Market 
Instruments  chaired  by  Commission  Vice 
Chairman  John  V.  Rainbolt,  II.  The 
Advisory  Committee's  recommendations 
were  delivered  to  the  Commission  in 
July,  1976  (CCH  Comm.  Fut.  L.  Rep. 
(Special  Supp.  July,  1976)).  After  ana¬ 
lysis  of  the  comments  received,  the  pre¬ 
sentations  made  at  the  oral  hearing  and 
and  the  report  and  recommendations  of 
its  Advisory  Committee,  the  Commission 
decided  against  the  adoption  of  regula¬ 
tions  in  the  form  that  had  been  proposed 
in  February,  1976. 

Instead,  in  a  resolution  dated  Septem¬ 
ber  13,  1976,  introduced  by  Vice  Chair¬ 
man  Rainbolt,  the  Commission  deter¬ 
mined  to  implement  a  test  program  for 
commodity  option  transactions.  As  the 
first  step  in  this  program,  on  October  8, 
1976,  the  Commission  published  a  pro¬ 
posal  to  adopt  interim  regulations.  (41 
FR  44560.)  The  proposed  interim  regula¬ 
tions  were  designed  to  permit  a  gradual 
phase-in  of  the  pilot  program  that  the 
Commission  now  proposes  to  adopt.  In¬ 
terested  persons  were  invited  to  submit 
written  comments  on  the  proposed  rules 
to  the  Commission  prior  to  November  8, 
1976.  Following  consideration  of  all  the 
comments  received,  the  Commission 
adopted  the  interim  regulations  sub¬ 
stantially  in  the  form  it  had  proposed. 
(41  FR  51808.)  * 

As  adopted,  the  interim  regulations 
now  in  effect  generally  (1)  prohibit  any 
option  transaction  involving  any  com¬ 
modity  futures  contract  traded  on  or 
subject  to  the  rules  of  any  contract 
market  or  involving  the  prices  of  such 
contracts  (§  32.2);  (2)  make  it  unlawful 
for  any  person  to  accept  money,  securi¬ 
ties  or  property  from  an  option  customer 
as  payment  of  the  purchase  price  in  con¬ 
nection  with  a  commodity  option  trans¬ 
action  unless  that  person  is  registered 
with  the  Commission  as  a  futures  com¬ 
mission  merchant  (§32.3);  (3)  require 
individuals  soliciting  or  accepting  orders 
for  the  purchase  or  sale  of  commodity 
options,  or  supendsing  any  person  or  per¬ 
sons  so  engaged,  to  register  with  the 
Commission  as  associated  persons  of  a 
specified  futures  commission  merchant 
(§32.3);  (4)  require  registered  futures 
commission  merchants  that  are  engaged 
in  commodity  option  transactions  to 
maintain  a  greater  minimum  adjusted 
working  capital  than  those  only  engaged 
in  futures  transactions  (17  CFR  §  1.17) ; 
and  (5)  require  persons  engaged  in  the 
offer  and  sale  of  commodity  options  to 
segregate  in  a  separate  account  in  the 
United  States  ninety  percent  of  the 
money,  securities  or  property  received 
from  an  option  customer  as  payment  of 
the  purchase  price  in  connection  with  a 
commodity  option  transaction,  and  to 
maintain  that  segregation  until  the  ex¬ 
piration  of  the  term  of  the  option  or,  if 
the  option  is  exercised,  until  all  rights  of 

*In  view  of  certain  revisions  which  the 
Commission  effected  In  response  to  com¬ 
ments  It  had  received,  the  effective  date  of 
the  rules  was  deferred  until  December  9,  1976, 
and  In  the  case  of  the  segregation  provisions, 
until  December  27,  1976. 


the  option  customer  under  the  option 
have  been  fulfilled  (§  32.6).* 

The  interim  regulations  also  require 
that  persons  engaged  in  the  offer  and 
sale  of  commodity  options  provide  exist¬ 
ing  and  prospective  option  customers 
with  a  summary  disclosure  statement, 
which  sets  forth  general  information  re¬ 
lating  to  the  option  being  offered,  includ¬ 
ing  the  cost,  commission,  profit  and  other 
elements  comprising  the  purchase  price 
to  be  charged  and  an  explanation  of  all 
other  costs  imposed  upon  the  customer. 
In  addition,  as  part  of  the  written  con¬ 
firmation  of  the  execution  of  a  transac¬ 
tion,  an  option  customer  must  be  fur¬ 
nished  particularized  price  information 
regarding  the  option  transaction  within 
24  hours  after  execution  (§32.5).  Fur¬ 
thermore,  §  32.7  requires  each  person  en¬ 
gaged  in  the  offer  and  sale  of  commodity 
options  to  maintain  specified  books  and 
records. 

The  Commission  now  proposes  to 
amend  the  interim  rules  in  order  to  im¬ 
plement  the  Commission’s  pilot  program 
while,  at  the  same  time,  adding  to  the 
existing  framework  of  customer  protec¬ 
tion.  The  Commission  expects  to  adopt 
these  regulations  no  later  than  approxi¬ 
mately  July  31,  1977,  effective  some  time 
during  the  Fall  of  1977.  With  this  ob¬ 
jective  in  mind  the  Commission  is  pub¬ 
lishing  these  proposals  for  a  60-day  com¬ 
ment  period  and  seeks  meaningful  com¬ 
ments  from  members  of  the  industry 
and  the  public.  The  Commission  will 
also  hold  public  hearings  in  May,  1977 
in  Washington,  D.C.,  to  afford  interested 
persons  an  opportunity  to  make  their 
views  known  through  oral  statements. 
A  specific  date  for  the  hearings  will  be 
announced.  Since  the  regulations  being 
proposed  are  part  of  a  test  program 
designed  to  gain  data  that  will  permit 
the  Commission  to  determine  whether 
and,  if  so,  how  commodity  option  trad¬ 
ing  will  be  permitted  in  the  United  States 
after  the  pilot  program  has  ended,  com¬ 
ments  will  be  most  valuable  which  ad¬ 
dress  the  efficacy  of  the  proposed  regu¬ 
lations  for  this  purpose. 

The  Commission’s  Statutory 
Responsibility 

Section  8a  (5)  of  the  Commodity  Ex¬ 
change  Act 4  broadly  empowers  the  Com¬ 
mission  “to  make  and  promulgate  such 
rules  and  regulations  as,  in  the  judg¬ 
ment  of  the  Commission,  are  reasonably 
necessary  to  effectuate  any  of  the  pro¬ 
visions  or  to  accomplish  any  of  the  pur¬ 
poses  of  rtlie  Act!  *  *  •”  Section  4c(b) 

*On  December  21,  1976,  In  British  Ameri¬ 
can  Commodity  Options,  Inc.  v.  Bagley,  CCH 
Comm.  Put.  L.  Rep.  1120,245  (S.DN.Y.),  the 
United  States  District  Court  .or  the  Southern 
District  of  New  York  upheld  all  of  the  pro¬ 
visions  of  the  option  regulations  except  the 
segregation  requirement,  the  application  of 
which  was  enjoined  as  against  the  plaintiffs 
in  that  suit.  On  December  22,  1976,  the  Com¬ 
mission  announced  that,  for  the  time  being, 
it  would  not  enforce  its  segregation  rules 
against  any  commodity  option  dealer  selling 
London  options  in  the  United  Statee.  Cross¬ 
appeals  have  been  taken  to  the  United  States 
Court  of  Appeals  for  the  Second  Circuit  and 
oral  argument  was  held  on  February  9,  1977. 

*  7  U.S.C.  12a(5)  (Supp.  V,  1976) . 


FEDERAL  REGISTER,  VOL.  42,  NO.  65 — TUESDAY,  APRIL  5,  1977 


PROPOSED  RUIES 


182J7 


of  the  Act  vests  the  Commission  with 
pervasive  authority  to  regulate  com¬ 
modity  option  transactions.  It  provides 
in  pertinent  part: 

No  person  shall  offer  to  enter  Into,  enter  Into, 
or  confirm  the  execution  of,  any  (commodity 
option)  transaction  •  •  •  contrary  to  any 
rule,  regulation,  or  order  of  the  Commission 
prohibiting  any  such  transaction  or  allow¬ 
ing  any  such  transaction  under  such  terms 
and  conditions  as  the  Commission  shall  pre¬ 
scribe  •  •  •• 

Consistent  with  this  authority,  the  Com¬ 
mission  may  ultimately  prohibit  all  com¬ 
modity  option  trading  In  the  United 
States.  Alternatively,  It  may  permit  com¬ 
modity  option  trading  subject  to  such 
requirements  as  It  may  choose  to  pre¬ 
scribe  and.  perhaps,  allow  some  forms  of 
option  trading  while  prohibiting  others. 

In  deciding  whether  or  on  what  terms 
to  permit  option  trading  to  continue  dur¬ 
ing  and  after  the  pilot  program,  the 
Commission  proposes  to  apply  a  test 
analogous  to  the  test  contained  in  Sec¬ 
tion  5(g)  of  the  Commodity  Exchange 
Act*  for  the  designation  of  commodity 
futures  contract  markets.  The  Act  re¬ 
flects  a  Congressional  Judgment  that 
commodity  futures  contract  trading  Is, 
In  general.  In  the  public  Interest:  the 
Commission’s  role  under  Section  5(g)  is 
to  determine  whether  trading  in  a  par¬ 
ticular  futures  contract  for  which  desig¬ 
nation  is  sought  will  “not  be  contrary  to 
the  public  interest.”  On  the  other  hand, 
the  prohibition  against  trading  in  cer¬ 
tain  commodity  options,  which  is  con¬ 
tained  in  Section  4c(a)  (B)  of  the  Act. 
reflects  a  Congressional  Judgment  that 
option  trading  In  those  commodities  is 
contrary  to  the  public  Interest.  The  Com¬ 
mission  has  the  statutory  duty  to  make  a 
Judgment  whether  or  not  option  trading 
involving  other  commodities  is  also  con¬ 
trary  to  the  public  interest.  The  proposed 
regulations  will  require  the  Commission 
affirmatively  to  determine  that  any 
commodity  option  trading  is  “not  con¬ 
trary  to  the  public  interest.”  To  make  a 
positive  determination  in  this  regard,  the 
Cotftmlsslon  will  have  to  assure  itself 
that  commodity  options  in  general,  and 
specific  options  in  particular  (1)  serve 
an  economic  purpose.  (2)  may  be  offered 
and  sold  consistent  with  adequate  pro¬ 
tection  of  option  customers  and  (3)  do 
not  have  a  material  adverse  effect  on 
domestic  futures  or  cash  markets.  It  has 
structured  its  proposals  accordingly. 

Objectives  or  the  Pilot  Program 

The  Congressional  mandate  that  com¬ 
modity  trading  be  prohibited  or  be  reg¬ 
ulated  completely  and  effectively  arose 
out  of  scandals  that  occurred  in  the 
early  1970’s.  The  Commission’s  experi¬ 
ence  to  date  in  regulating  the  offer  and 
sale  of  commodity  options  has  not  pro- 


*7  Ufi.a  6c(b)  (Supp.  V.  1976).  Section 
4c(a)(B)  of  the  Act  expressly  prohibits  op¬ 
tion  transactions  Involving  certain  commodi¬ 
ties  which  are  enumerated  In  Section  2(a)  of 
the  Act.  The  Interim  regulations  presently 
In  effect  and  the  regulations  now  being  pro¬ 
posed  regulate  only  option  transactions  that 
are  not  prohibited  under  Section  4c(a)(B). 

•7  U.8.O.  7(g)  (Supp.  V,  196). 


vided  an  adequate  basis  upon  which  the 
Commission  can  determine  either  to  pro¬ 
hibit  option  trading  or  the  proper  man¬ 
ner  in  which  to  remedy  completely  these 
problems.’  Thus,  in  order  properly  to 
carry  out  its  Congressional  mandate,  the 
Commission  needs  to  accumulate  addi¬ 
tional  data.  At  the  same  time,  it  must 
provide  option  customers  with  adequate 
safeguards  and  must  minimise  the  ad¬ 
verse  effect,  if  any,  of  option  trading  on 
the  existing  futures  and  cash  markets  in 
the  United  States. 

The  Commission  has  decided  that  the 
best  way  to  achieve  these  purposes  is 
through  a  limited,  rigidly  controlled 
pilot  program.  With  these  objectives  in 
mind,  the  Commission  proposes  to  limit 
trading  to  domestic  and  foreign  boards 
a f  trade  and  that  boards  of  trade  will  be 
licensed  as  domestic  commodity  option 
exchanges  and  recognized  as  foreign 
commodity  option  exchanges,  but  only 
after  the  Commission  determines  that 
the  offer  and  sale  of  options  through 
their  facilities  to  customers  In  the  United 
States  would  not  be  contrary  to  the  pub¬ 
lic  interest.*  In  addition,  the  Commission 
proposes  to  limit  the  types  of  instruments 
and  commodities  in  which  It  will  allow 
option  trading  during  the  test  period. 

For  this  purpose,  the  Commission 
might,  on  the  one  hand,  adopt  regula¬ 
tions  which  limit  option  trading  on  do¬ 
mestic  exchanges  to  call  options  on  fu¬ 
tures  contracts:  on  the  other  hand,  the 
Commission  might  permit  option  trad¬ 
ing  in  put  options  as  well  as  options  on 
physical  commodities.  In  their  present 
form  the  Commission’s  proposals  take 
the  former  approach;  but  this  does  not 
reflect  a  Judgment  by  the  Commission 
that  this  is  the  best  approach  or  the  ap¬ 
proach  that  it  will  ultimately  decide  to 
take.  Rather,  it  is  offered  for  comment 
and  discussion.  The  Commission  would 
welcome  comments  that  propose  specific 
alternatives  to  Implement  a  pilot  pro¬ 
gram  that  may  Include  put  options  or 
options  on  physical  commodities.  The 
Commission  will  consider  the  merits  of 
these  comments  and  any  specific  al¬ 
ternatives  that  may  be  advanced. 

Options  that  will  be  permitted  on  a 
domestic  commodity  option  exchange 
may  not  be  traded  otherwise  than  cm 
or  subject  to  the  rules  of  the  exchange,* 


T  As  was  noted  at  the  time  of  the  adoption 
of  the  Commission's  Interim  regulations,  a 
very  substantial  part  of  the  Commission’s 
resources  have  been  devoted,  and  continue  to 
be  devoted,  to  monitoring  the  activities  of 
commodity  option  dealers,  to  Investigating 
those  activities,  and  to  bringing  enforcement 
actions  as  necessary. 

•  To  make  a  determination  with  respect  to 
domestic  boards  of  trade  the  Commission 
proposes  to  Impose  certain  requirements 
which  are  contained  In  Commission  Guide¬ 
line  I,  CCH  Comm.  Put.  L.  Rep.  f  20,041 
(May  13.  1976),  for  contract  market  desig¬ 
nation  (proposed  {32.6). 

•The  requirement  that  options  be  traded 
only  on  or  subject  to  the  rules  of  a  domestic 
commodity  option  exchange  Is  consistent 
with  Sections  4  and  4h  of  the  Act,  7  KJJ3.C.  6 
and  6h,  which  prohibit  futures  contracts  to 
be  traded  otherwise  than  on  or  subject  to  the 
rules  of  a  contract  market  and  by  or  through 
a  member  thereof. 


but  may  be  either  transferable  (the  op¬ 
tion  position  may  be  liquidated  on  or 
subject  to  the  rules  of  the  exchange  by 
an  offsetting  exchange  transaction)  or 
non  -  transf  e  r  able . 

The  Commission  also  proposes  to  pro¬ 
hibit  the  margining  of  premiums  on  do¬ 
mestic  commodity  option  exchanges 
during  the  pilot  program  because  the 
comparatively  low  purchase  cost  of  a 
margined  option  might  reduce  the  liquid¬ 
ity  of  domestic  futures  markets  by 
drawing  trading  activity  away  from 
those  markets.  To  avoid  the  possibility 
that  option  trading  will  disrupt  trading 
in  the  underlying  futures  contract,  the 
Commission  believes  that  there  should  be 
a  sufficiently  high  trading  volume  in  the 
contract  The  Commission  proposes  to 
permit  option  trading  only  if  the  futures 
contract  averages  at  least  1000  trades 
per  week  for  the  previous  twelve  months. 

Further,  to  avoid  possible  adverse  ef¬ 
fects  on  the  underlying  futures  contract 
and  in  order  to  enahle  the  Commission 
adequately  to  conduct  market  surveil¬ 
lance,  the  commodities  underlying  the 
futures  contracts  on  which  options  will 
be  allowed  will  have  to  satisfy  certain 
basic  criteria,  as  follows: 

(1)  have  a  readily  available  deliverable 
supply  and  accurate  statistics  thereon, 

(2)  have  an  efficiently  functioning  deliv¬ 
ery  system,  and 

(3)  have  a  reliable  mechanism  available 
to  the  public  for  determining  cash  prices  on 
such  commodity  (cash  price  series). 

The  Commission  anticipates  that  not  all 
commodities  will  be  able  to  meet  these 
tests  and,  consequently,  that  option  trad¬ 
ing  on  domestic  commodity  option  ex¬ 
changes  would  be  limited  to  futures  con¬ 
tracts  involving  certain  carefully  se¬ 
lected  commodities. 

The  Commission  is  aware  that  a  small 
number  of  persons  in  the  United  States 
are  engaged  in  the  offer  and  sale  of 
dealer  options  on  physical  commodities. 
At  the  time  the  Commission  proposed 
the  first  stage  of  its  option  program  in 
October,  1976,  the  Commission  expressly 
stated  that,  except  for  the  trade  option 
exemption,  off-exchange  commodity  op¬ 
tion  transactions  would  in  fact  be  pro¬ 
hibited  once  the  pilot  program  began.1* 
The  Commission  is  aware  of  no  reason 
why  it  should  depart  from  that  position. 
Consequently,  it  proposes  to  make  the 
offer  or  sale  of  dealer  options  unlawful 
during  the  test  period. 

As  stated  above,  the  Commission  be¬ 
lieves  the  trade  option  exemption  affords 
commercial  participants  the  opportunity 
to  engage  in  option  transactions  on  phy¬ 
sical  commodities.  In  addition,  the  Com¬ 
mission  believes  that  the  absence  of  a 
clearing,  or  equivalent,  mechanism  on 
the  dealer  markets,  as  well  as  the  dif¬ 
ficulty  attending  the  supervision  and 
control  of  trade  practices  in  a  dealer 
market,  make  dealer  options  unsuitable 
for  the  pilot  program.  Nevertheless,  the 
Commission  remains  interested  in  re- 


“  Previously,  at  the  time  of  Its  proposals 
In  February,  1976.  the  Commission  Indicated 
that  It  might  ultimately  confine  commodity 
option  trading  to  organized  exchanges. 
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ceiving  comments  whether  there  Is  any 
reason  why  this  position  should  be  al¬ 
tered,  if  at  all. 

The  Cfommission  has  tentatively  deter¬ 
mined  that  the  restrictions  concerning 
commodity  option  instruments  that  are 
proposed  for  domestic  commodity  option 
exchanges  will  not  be  imposed  on  foreign 
commodity  option  exchanges.  Presently, 
options  on  either  foreign  futures  con¬ 
tracts  or  physical  commodities  are  being 
offered  and  sold  on  foreign  boards  of 
trade.  The  Commission  is  not  aware  of 
any  facts  that  would  lead  it  to  conclude 
that  trading  in  these  instruments  would 
materially  affect  the  futures  and  cash 
markets  in  the  United  States,  although 
it  will  consider  any  probative  facts  that 
may  be  brought  to  its  attention.  More¬ 
over,  the  Commission  believes  that  ade¬ 
quate  customer  protection  can  be  pro¬ 
vided  for  option  customers  in  the  United 
States  for  trading  in  these  instruments. 

By  limiting  its  pilot  program  to  trad¬ 
ing  on  organized  exchanges  the  Commis¬ 
sion  will  better  be  able  adequately  to 
monitor,  through  the  auspices  of  existing 
exchange  mechanisms,  the  offer  and  sale 
of  commodity  options  during  the  test 
period.  The  Commission  does  not  believe 
it  Is  necessary  or  even  desirable  to  Im¬ 
pose  identical  requirements  upon  foreign 
and  domestic  boards  of  trade  for  pur¬ 
poses  of  the  pilot  program;  such  differ¬ 
ences  as  will  be  permitted  to  exist  may 
permit  valuable  comparisons  to  be  made 
by  the  Commission  during  and  at  the 
end  of  the  pilot  program.  The  Commis¬ 
sion  does  consider  it  essential,  however, 
to  achieve  a  parity  in  customer  protec¬ 
tion  between  options  offered  through  the 
facilities  of  domestic  and  foreign  boards 
of  trade.  Thus,  the  Commission  proposes 
to  require  any  foreign  board  of  trade 
that  wishes  to  participate  In  the  pilot 
program  and  be  recognized  as  a  foreign 
commodity  option  exchange  to  provide 
for  (1)  the  segregation  of  option  cus¬ 
tomer  funds,  or  an  equivalent  which  Is 
approved  by  the  Commission,  (2)  a 
mechanism  for  the  clearing  of  trades,  or 
an  equivalent  which  is  approved  by  the 
Commission,  (3)  registration  of  com¬ 
modity  option  transactions  In  the  names 
of  option  customers  in  the  United  States, 
and  (4)  the  general  quotation  and  dis¬ 
semination  of  option,  and  underlying 
futures  or  commodity,  price  Information 
in  the  United  States  on  a  timely  basis. 

The  Commission  recognizes  that  the 
present  form  of  Its  proposals  would  im¬ 
pose  direct  obligations  on  foreign  boards 
of  trade  wishing  to  be  recognized  as  for¬ 
eign  commodity  option  exchanges.  As 
an  alternative  to  this  approach,  the 
Commission  Is  considering  placing  for¬ 
mal  obligations  solely  upon  the  persons 
in  the  United  States  offering  and  selling 
foreign  commodity  options.  For  exam¬ 
ple,  the  Commission  could  require  that 
persons  may  offer  and  sell  these  options 
in  the  United  States  only  if  the  options 
originate  through  the  facilities  of  for¬ 
eign  boards  of  trade  that  have  estab¬ 
lished  segregation,  clearing,  customer 
registration  and  price  quotation  and  dis¬ 
semination  procedures.  Of  course,  the 
cooperation  of  foreign  boards  of  trade 


would  be  necessary  in  order  to  enable 
a  person  in  the  United  States  to  offer  and 
sell  their  options.  The  Commission  re¬ 
quests  specific  comments  on  this  alterna¬ 
tive  and  on  any  other  alternatives  to  its 
proposal  concerning  the  recognition  of 
foreign  boards  of  trade. 

The  Commission  has  also  proposed 
specific  customer  protection  through  the 
regulations  of  persons  dealing  directly 
with  option  customers  in  the  United 
States.  This  is  discussed  more  fully  be¬ 
low. 

Economic  Contribution  of  Option 
Trading 

As  part  of  the  pilot  program  the  Com¬ 
mission  wishes  to  determine  whether  op¬ 
tion  contracts  traded  on  licensed  domes¬ 
tic  commodity  option  exchanges  and 
recognized  foreign  commodity  option  ex¬ 
changes  will  be  used  by  producers,  proc¬ 
essors,  merchants,  or  consumers  engaged 
in  handling  or  utilizing  the  commodity 
(Including  the  products,  by-products  or 
source  commodity  thereof)  on  which 
such  options  are  traded.  To  become  li¬ 
censed,  a  domestic  board  of  trade  will 
have  to  demonstrate  that  trading  in  a 
particular  commodity  option  contract 
can  reasonably  be  expected  (1)  to  be 
used  by  commercial  interests  on  some¬ 
thing  more  than  an  occasional  basis  for 
other  than  speculative  purposes  and  (2) 
provide  data  useful  to  the  Commission  in 
evaluating  option  trading  in  other  com¬ 
modities  (proposed  §  32.5(a)  (4) ) .  There¬ 
after,  in  order  to  enable  the  Commission 
to  obtain  actual  data  on  commercial  par¬ 
ticipation,  domestic  commodity  option 
exchanges  will  be  required  to  furnish  the 
Commission  with  such  information  re¬ 
lating  to  commodity  option  transactions 
effected  on  or  subject  to  their  rules  as 
the  Commission  may  from  time  to  time 
request  (proposed  §  32.6(e)). 

The  Commission  recognizes  that  con¬ 
ceptually  the  option  premium  reflects 
the  market’s  valuation  of  expected  vol¬ 
atility  of  the  price  of  the  underlying 
commodity  and  that,  under  some  cir¬ 
cumstances,  option  positions  may  func¬ 
tion  partially  to  transfer  price  risk  in 
a  manner  similar  to  the  hedging  func¬ 
tion  performed  by  futures  contracts.  Ac¬ 
cordingly,  the  Commission  Intends  to 
judge  the  economic  utility  of  option 
trading  on  how  well  the  option  markets 
perform  these  functions.  In  this  connec¬ 
tion,  the  Commission  is  aware  of  argu¬ 
ments  that  some  economic  benefits  may 
be  derived  from  the  trading  of  com¬ 
modity  options;  however,  it  has  insuffi¬ 
cient  basis  at  present  to  substantiate  the 
nature  and  magnitude  of  any  such  bene¬ 
fits.  Consequently,  during  the  pilot  pro¬ 
gram,  the  Commission  intends  to  make  a 
full  study  of  the  commercial  use  of  op¬ 
tion  trading  to  facilitate  the  production, 
marketing  and  processing  of  commodi¬ 
ties  in  interstate  commerce,  the  econom¬ 
ic  effect  of  option  trading,  and  the  pub¬ 
lic  interest  served  thereby.  If  the  Com¬ 
mission  determines  as  a  result  of  the 
experience  obtained  through  the  pilot 
program  and  its  study  that  commodity 
options  do  not  make  a  positive  net  con¬ 
tribution  to  the  national  public  interest 
or  are  against  the  public  interest  (for 


example,  option  trading  had  a  negative 
impact  on  the  functioning  of  underlying 
futures  or  cash  markets),  the  Commis¬ 
sion  would  ban  or  restrict  option  trad¬ 
ing. 

To  enable  the  Commission  to  analyze 
the  economic  utility  of  foreign  options, 
foreign  commodity  option  exchanges  will 
be  required  to  furnish  the  Commission 
with  general  background  and  demo¬ 
graphic  information  concerning  the 
quantity  and  nature  of  market  partici¬ 
pants  in  the  United  States  and  with 
specific  information  pertaining  to  vol¬ 
ume  of  trading,  the  prices  at  which  op¬ 
tion  contracts  are  traded  and  exercised, 
futures  and  spot  prices  for  underlying 
commodities,  as  well  as  other  informa¬ 
tion  the  Commission  may  from  time  to 
time  specify  (proposed  §  32.8(b)). 

The  Commission  will  reserve  the  right, 
during  the  term  of  the  pilot  program,  to 
suspend  or  revoke  the  license  of  any 
domestic  commodity  option  exchange,  or 
to  suspend  or  withdraw  the  recognition 
of  any  foreign  commodity  option  ex¬ 
change,  if,  among  other  things,  the 
Commission  determines,  after  notice  and 
opportunity  for  hearing,  that  commer¬ 
cial  interests  are  not  in  fact  participat¬ 
ing  in  the  option  markets  and  utilizing 
them  as  an  integral  part  of  their  on¬ 
going  commercial  business  on  some¬ 
thing  more  than  an  occasional  basis  for 
other  than  speculative  purposes  (pro¬ 
posed  S§  32.11  and  32.12).  Irrespective  of 
the  market  on  which  regulated  options 
originate,  the  Commission  is  Interested 
in  evaluating  the  extent  of  commercial 
participation  in  trading  by  option  cus¬ 
tomers  in  the  United  States. 

Customer  Protection 

Customer  protection  will  be  provided 
to  option  customers  in  the  United  States 
during  the  pilot  program  through  Com¬ 
mission  oversight  of  the  boards  of  trade 
licensed  as  domestic  commodity  option 
exchanges,  through  effective  monitoring 
of  recognized  foreign  commodity  option 
exchanges  and  through  regulation  of 
persons  engaged  in  the  offer  and  sale  of 
commodity  options.  The  Commission 
will  impose  strict  standards  on  boards 
of  trade  wishing  to  be  licensed  as  do¬ 
mestic  commodity  option  exchanges. 
These  requirements,  set  forth  in  pro¬ 
posed  S  32.5,  will  include  approval  of 
the  terms  and  conditions  of  the  option 
contract  for  which  licensing  is  sought; 
review  of  the  board  of  trade’s  program 
to  secure  compliance  with  the  option 
regulations  and  with  all  bylaws,  rules, 
regulations  and  resolutions  which  the 
board  of  trade  is  required  to  enforce;  u 


11  The  proposed  requirements  are  similar 
to  those  Imposed  by  Commission  Regulation 
17  CPR  5  1.51  and  Guideline  n,  CCH  Comm. 
Fut.  L.  Rep.  1  20,042  (May  13,  1976),  relating 
to  contract  market  rule  enforcement  pro¬ 
grams.  The  Commission  wUl  consider  how 
effectively  the  applicant  board  of  trade  Is 
presently  discharging  its  responsibilities  for 
the  surveillance  of  futures  market  activities 
and  trading  practices  to  determine  whether 
it  can  reasonably  expect  the  board  of  trade 
to  meet  the  same  responslbUltles  for  its 
option  markets  without  adverse  effects  on 
its  existing  surveillance  program. 
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and,  In  the  Commission’s  discretion,  a 
general  review  pursuant  to  Commission 
Regulation  17  CFR  |  1.50.  relating  to 
continued  compliance  with  the  condi¬ 
tions  and  requirements  for  designation 
as  a  contract  market  for  the  commodity 
futures  contract  underlying  the  option. 

The  Commission  also  proposes  to 
impose  continuing  obligations  on  do¬ 
mestic  commodity  option  exchanges 
(proposed  i  32.6) ,  including  a  require¬ 
ment  that  copies  of  all  proposed  bylaws, 
rules,  regulations  or  resolutions  relating 
to  commodity  option  transactions  be 
submitted  to  the  Commission  for  ap¬ 
proval  not  less  than  thirty  days  prior 
to  the  proposed  effective  date  thereof  or 
within  such  shorter  period  of  time  as  the 
Commission  may  permit.  In  addition, 
the  Commission  proposes  to  impose  re¬ 
quirements  for  the  keeping  of  books, 
records,  minutes  and  journals  of  pro¬ 
ceedings  and  for  the  enforcement  of  all 
bylaws,  rules,  regulations  and  resolu¬ 
tions  (proposed  132.6(b)  and  (c)). 
Moreover,  the  proposed  rules  contain 
provisions  (1)  to  suspend  or  revoke  the 
license  of  any  domestic  commodity 
optical  exchange  for  specific  cause  shown 
(proposed  §  32.11) ;  (2)  to  prohibit  any 
person  believed  to  be  violating  or  to  have 
violated  the  Act  or  any  of  the  Commis¬ 
sion’s  rules  or  orders  thereunder  from 
offering  to  enter  into,  entering  into,  con¬ 
firming  the  execution  of,  or  maintaining 
a  position  in,  any  commodity  option  in 
the  United  States  and  to  require  all  do¬ 
mestic  commodity  option  exchanges  to 
refuse  such  person  trading  privileges 
thereon  for  specific  periods  of  time  ( pro¬ 
posed  S  32.13) ;  (3)  to  alter  or  supple¬ 
ment  the  rules  and  practices  of  domestic 
commodity  option  exchanges  (proposed 
I  32.14) ;  (4)  to  require  the  delivery  of 
a  standardized  disclosure  statement 
prepared  by  a  domestic  commodity 
option  exchange  to  each  option  cus¬ 
tomer  or  prospective  option  customer 
(proposed  §  32.16) ;  (5)  to  require  seg¬ 
regation  of  money,  securities  and  prop¬ 
erty  (1)  representing  premiums  to  be 
used  for  the  purchase  of  an  option  con¬ 
tract  for  an  option  customer,  (11)  repre¬ 
senting  premiums  payable  to  an  option 
customer,  (ill)  received  from  an  option 
customer  to  guarantee  or  secure  per¬ 
formance  of  option  contracts,  or  (lv) 
accruing  to  an  option  customer  as  the 
result  of  option  contracts  (proposed 
132.17(a));  (6)  to  require  retention  of 
promotional  material  used  by  registered 
futures  commission  merchants  in  their 
commodity  option  activities  (proposed 
I  32.18),  and  (7)  to  protect  option  cus¬ 
tomers  against  fraud  and  manipulation 
In  connection  with  commodity  option 
transactions  (proposed  SS  32.28  and 
32.29). 

While  the  customer  protection  pro¬ 
posed  in  connection  with  the  pilot  pro¬ 
gram  cm  domestic  commodity  option  ex¬ 
changes  Is  directed  toward  the  monitor¬ 
ing  of  both  the  exchanges  and  the  per¬ 
sons  who  trade  on  or  through  their  fa¬ 
cilities,  the  customer  protection  proposed 
with  respect  to  foreign  commodity  option 
exchanges  Is  more  pointedly  directed  to 
effective  regulation  and  monitoring  of 


the  persons  who  engage  In  foreign  option 
transactions  with  customers  in  the 
United  States. 

The  Commission  feels  Justified  In  per¬ 
mitting  the  standards  for  recognition  as 
a  foreign  commodity  option  exchange 
to  be  somewhat  less  stringent  than  those 
Imposed  on  a  domestic  board  of  trade 
seeking  to  be  licensed  as  a  domestic  com¬ 
modity  option  exchange  (proposed 
132.7).  The  foreign  boards  of  trade 
which  may  be  expected  to  participate  In 
the  pilot  program  are  primarily,  If  not 
exclusively,  those  on  or  through  which 
“London”  options  are  presently  traded. 
These  are  options  offered  and  sold  by  or 
through  a  member  of  one  of  the  London 
commodity  markets  and  cleared  through 
the  International  Commodities  Clearing 
House,  Ltd.,  In  London,  as  well  as  options 
Issued  by  or  through  an  lndivlrdual  mem¬ 
ber  of  the  London  Metal  Exchange. 
Wrongful  acts  in  the  United  States  in 
connection  with  London  options  appear 
to  have  been  perpetrated  exclusively  by 
sales  persons  or  organizations  here  and 
not  abroad.  No  fraudulent  or  other 
wrongful  activity  that  has  worked  to  the 
detriment  of  option  customers  In  the 
United  States  has  apparently  been  at¬ 
tributable  to  any  act  or  ommission  of 
foreign  boards  of  trade  themselves.  For 
these  reasons  the  Commission  has  some 
confidence  in  their  Integrity  and  In  the 
ability  of  these  markets  meaningfully  to 
police  their  own  members  and  proposes 
to  focus  its  attention  on  the  offerors  and 
sellers  of  London  options  in  the  United 
States  rather  than  on  the  London  ex¬ 
changes.  Nevertheless,  the  Commission 
Intends  to  Impose  certain  minimum  re¬ 
quirements  on  foreign  boards  of  trade 
Intending  to  be  recognized  as  foreign 
commodity  option  exchanges. 

Proposed  §32.1(1)  defines  a  foreign 
commodity  option  exchange  as  a  foreign 
board  of  trade  located  outside  the  United 
States  and  in  existence  on  September  1, 
1976,  on  or  through  which  commodity  op¬ 
tion  transactions  are  effected  and  which 
Is  recognized  as  such  by  the  Commission 
pursuant  to  proposed  §  32.7.  By  prescrib¬ 
ing  a  September  1,  1976,  cut-off  date,  the 
Commission  proposes  to  confine  trading 
of  foreign  options  In  the  United  States 
to  known  and  existing  entities  for  pur¬ 
poses  of  the  pilot  program.  Of  course, 
even  these  entitles  will  be  required  to 
demonstrate  a  willingness  to  cooperate 
with  the  Commission  in  Its  pilot  program 
by  complying  with  its  requirements  for 
recognition  as  a  foreign  commodity  op¬ 
tion  exchange.  To  be  recognized,  a  for¬ 
eign  board  of  trade  will  be  required  (1) 
to  show  that  it  will  provide  specified 
protection  to  option  customers  in  the 
United  States,  (2)  to  furnish  copies  of 
the  terms  and  conditions  of  the  commod¬ 
ity  option  contracts  proposed  to  be  of¬ 
fered  to  customers  in  the  United  States 
to  which  the  Commission  does  not  object, 
and  (3)  to  undertake  to  provide  specific 
Information  concerning  its  option  mar¬ 
kets  to  the  Commission  on  a  continuing 
basis. 

The  customer  protection  that  the 
Commission  proposes  to  require  as  a 
condition  for  recognizing  a  foreign  com¬ 


modity  option  exchange  will  be  basically 
fourfold:  (1)  segregation  of  the  funds 
of  option  customers,  or  an  equivalent  ap¬ 
proved  by  the  Commission  (proposed 
132.7(a)(1));  (2)  a  clearing  mechanism 
for  commodity  option  transactions  ef¬ 
fected  for  commodity  option  customers 
in  the  United  States,  or  an  equivalent 
approved  by  the  Commission  (proposed 
I  32.7(a)  (2) ;  “  (3)  registration  of 

commodity  options  bought  or  sold  for 
the  account  of  customers  in  the  United 
States  In  the  names  of  those  customers 
(proposed  132.7(a)(3))  and  (4)  the 
general  quotation  and  dissemination  of 
option,  and  underlying  futures  or  com¬ 
modity,  price  information  in  the  United 
States  on  a  timely  basis  (§  32.7(a)  (4) ) . 

Additional  customer  protection  will 
be  provided  through  Commission  re¬ 
view  of  the  terms  and  conditions  of 
option  contracts  proposed  to  be  used  on 
foreign  commodity  option  exchange 
both  before  and  after  recognition  (pro¬ 
posed  §§  32.7(b)  and  32.8(a),  respec¬ 
tively).  If  the  Commission  has  concerns 
about  a  term  or  condition  of  an  option 
contract,  under  the  proposed  rules  it 
would  convey  such  concerns  to  the  ex¬ 
change  and  possibly  request  that  appro¬ 
priate  changes  be  made.  If  suggested 
changes  should  not  be  made,  and  if  that 
form  of  option  contract  should  be  of¬ 
fered  to  persons  within  the  United 
States,  the  Commission  could,  after  no¬ 
tice  and  opportunity  for  hearing,  sus¬ 
pend  or  withdraw  the  recognition  of  the 
foreign  commodity  option  exchange 
(proposed  §  32.12(d)). 

The  bulk  of  the  protection  that  the 
Commission  proposes  to  require  for  cus¬ 
tomers  in  the  United  States  who  pur¬ 
chase  options  offered  through  foreign 
commodity  option  exchanges  will  be 
provided  through  the  strict  regulation 
of  the  persons  offering  and  selling  those 
options  in  the  United  States.  All  trans¬ 
actions  on  foreign  commodity  option 
exchanges  that  are  for  the  account  of 
option  customers  in  the  United  States 
will  be  required  to  be  conducted  through 
a  member  of  the  exchange  located  in 
the  United  States.  Persons  accepting 
money,  securities  or  property  (or  ex¬ 
tending  credit  in  lieu  thereof)  from 
customers  as  payment  of  the  purchase 
price  for  a  commodity  option  or  to  guar¬ 
antee  or  secure  performance  of  a  com¬ 
modity  option  will  be  required  to  be 
registered  as  futures  commission  mer¬ 
chants  under  the  Act;  and  persons  solic¬ 
iting  or  accepting  orders  for  the  pur¬ 
chase  or  sale  of  commodity  options  or 
supervising  any  person  or  persons  so 
engaged,  will  continue  to  be  required  to 
be  registered  as  futures  commission 
merchants  or,  if  individuals,  as  associ¬ 
ated  persons  of  specified  futures  com¬ 
mission  merchants  or  as  floor  brokers 
(proposed  §32.3). 

“  At  present  the  London  Metal  Exchange 
does  not  provide  a  formal  clearing  mecha¬ 
nism  for  transaction  effected  thereon.  Unless 
such  a  mechanism  Is  established,  or  a  meth¬ 
od  of  providing  equivalent  customer  pro¬ 
tection  is  devised,  the  London  Metal  Ex¬ 
change  could  not  qualify  as  a  foreign  com¬ 
modity  option  exchange  under  the  Commis¬ 
sion’s  pilot  program. 
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Prior  to  the  entry  into  a  commodity 
option  transaction  on  or  subject  to  the 
rules  of  a  foreign  commodity  option  ex¬ 
change,  the  person  soliciting  or  accept¬ 
ing  the  order  will  be  required  to  furnish 
the  option  customer  or  prospective  op¬ 
tion  customer  with  a  dated  disclosure 
statement  containing  current  informa¬ 
tion  with  respect  to  the  options  being 
offered.  This  disclosure  statement  will 
not  be  a  standardized  exchange  docu¬ 
ment  like  that  required  with  respect 
to  the  options  on  domestic  commodity 
option  exchanges.  Rather,  it  will  be  pre¬ 
pared  by  the  futures  commission  mer¬ 
chant  with  whom  an  option  customer 
deals.  Appropriate  confirmation  state¬ 
ments  and  particularized  price  informa¬ 
tion  will  continue  to  be  required  (pro¬ 
posed  99  32.16  (d)  and  (e) ). 

Protection  of  option  customers  in  the 
United  States  will  (whether  they  grant 
or  purchase  options)  also  be  achieved 
through  the  segregation  provisions  (pro¬ 
posed  §  32.17(b)).  This  section  basically 
provides  that  persons  required  to  regis¬ 
ter  as  futures  commission  merchants 
under  the  Act  shall  treat  and  deal  with 
all  money,  securities  and  property  re¬ 
ceived  by  such  person  (i)  as  a  premium 
to  be  used  to  purchase  an  option'  for 
an  option  customer  in  the  United  States 
who  purchases  an  option,  (li)  as  a  pre¬ 
mium-  payable  to  an  option  customer' 
in  the  United  States  who  has  granted 
an  option,  (iii)  to  guarantee  or  secure 
performance  of  option  contracts  of  an 
option  customer  in  the  United  States 
who  has  granted  an  option,  or  (iv)  repre¬ 
senting  accruals  to  an  option  customer 
in  the  United  States  who  has  purchased 
an  option  as  the  result  of  option  con¬ 
tracts,  as  belonging  to  such  option 
customer,  in  the  same  manner  as  futures 
contract  customers’  funds  are  dealt  with 
under  section  4d(2)  of  the  Act.“  How¬ 
ever,  these  persons  will  be  permitted 
to  deposit  the  funds,  securities  and  prop¬ 
erty  with  the  foreign  commodity  option 
exchange,  which  in  turn,  will  be  ob¬ 
ligated  to  segregate  and  to  treat  and 
deal  with  the  funds,  securities  and  prop¬ 
erty  as  belonging  to  option  customers 
in  the  United  States. 

This  segregation  proposal  is  signifi¬ 
cantly  different  from  that  imposed  in 
the  Commission’s  interim  regulations, 
pursuant  to  which  persons  have  been 
required  only  to  segregate  90%  of  the 
funds  received  as  payment  of  the  pur¬ 
chase  price  of  the  option  from  option 
customers  who  purchased  options  until 
the  option  lapsed  or  was  exercised  and 
all  rights  of  option  customers  were  ful¬ 
filled.  The  interim  regulations  did  not 
cover  segregation  of  funds  put  up  by  or 
payable  to  option  customers  who  granted 
options  or  funds  accruing  to  option 
customers  who  purchased  options  as  a 
result  of  the  transaction.  However,  the 
Commission’s  new  proposals  require  seg¬ 
regation  of  these  funds  as  well  as  option 
premiums  payable  by  an  option  cus- 

uAs  Is  explained  under  “Definitions"  be¬ 
low,  an  option  customer  may  be  a  futures 
commission  merchant  for  purposes  of  the 
segregation  provisions. 


tomer  who  purchases  the  option.  The 
Commission  believes  that  the  proposal 
requiring  segregation  of  funds  de¬ 
posited  with  foreign  commodity  option 
exchanges  and  the  proposed  require¬ 
ment  that  transactions  be  registered  in 
the  name  of  option  customers  will  permit 
all  funds  and  property  of  .option  cus¬ 
tomers  to  be  traced  directly  to  the  Lon¬ 
don  markets,  if  need  be,  in  the  event  a 
futures  commission  merchant  in  the 
United  States,  or  any  other  person  in¬ 
volved  in  the  option  transaction,  should 
fail  to  meet  its  obligations  to  option- 
customers  because  of  its  insolvency  or 
otherwise.  “  Option  customers  would  no 
longer  be  at  a  firm’s  mercy  in  seeking 
to  pursue  their  rights  on  the  London 
markets.  The  London  markets  presently 
keep  no  record  of  the  identity  of  options 
customers  in  the  United  States  who  are 
the  beneficial  owners  of  option  contracts 
that  are  presently  recorded  in  omnibus 
accounts  with  member  firms.  Given  this 
additional  protection,  the  Commission 
believes  that  it  will  no  longer  be  neces¬ 
sary  for  90%  of  funds  representing  the 
purchase  price  of  the  transaction  to  be 
segregated  during  the  entire  term  of  an 
option  contract. 

Protection  of  Cash  and  Futures 
Markets 

In  order  to  minimize  any  adverse  ef¬ 
fects  of  option  trading  on  futures  and 
cash  markets,  it  is  proposed  that  when¬ 
ever  the  Commission  has  reason  to  be¬ 
lieve  that  an  emergency  or  potential 
emergency  exists  threatening  the  inter¬ 
ests  of  option  customers  in  the  United 
Sates  or  jeopardizing  the  orderly  func¬ 
tioning  of  the  option,  futures  or  cash 
markets  in  the  United  States,  It  may 
take,  and  direct  others  to  take,  such  ac¬ 
tion  as  in  its  judgment  is  necessary  to 
restore  orderly  trading  in,  or  the  liqui¬ 
dation  of,  any  option  contract,  includ¬ 
ing  suspending  the  offer  and  sale  of  op¬ 
tion  contracts  in  the  United  States  for 
such  period  as  the  Commission  may  de¬ 
termine  (proposed  §  32.15) .  This  author¬ 
ity,  in  conjunction  with  the  authority 
granted  the  Commission  to  deal  with 
emergencies  related  to  futures  trading 
by  section  8a (9)  of  the  Act,"  will  allow 
the  Commission  maximum  flexibility  to 
deal  with  problems  affecting  the  orderly 
functioning  and  liquidity  of  the  markets 
in  the  United  States  as  they  arise.  Fur¬ 
thermore,  before  it  may  be  licensed  as  a 
domestic  commodity  option  exchange,  a 
board  of  trade  will  be  required  to  pro¬ 
vide  safeguards  appropriate  to  protect 
its  futures  markets  and  commodity  op¬ 
tion  markets  from  each  other  so  as  to 
avoid  congestion,  potential  manipula¬ 
tion,  tape  racing,  comers,  squeezes,  and 
similar  risks  (proposed  9  32.5(c)).  As 
stated  above,  the  Commission  does  not 
believe  that  option  trading  abroad  will 


11  This  proposal  will  Impose  additional 
bookkeeping  requirements  on  foreign  mar¬ 
kets,  but  the  Commission  considers  this  re¬ 
quirement  extremely  Important  if  the 
segregation  proposals  are  to  be  expected 
to  work.  Suggestions  for  meaningful  alter¬ 
natives  would  be  welcomed. 

“U.S.C.  12a  (9)  (Supp.  V,  1976). 


materially  affect  the  functioning  of  the 
markets  in  the  United  States.  For  that 
reason  it  does  not  propose  to  impose  a 
similar  requirement  on  foreign  com¬ 
modity  option  exchanges  seeking  recog¬ 
nition.  If  any  person  should  have  reason 
to  believe  that  the  Commission  is  in  error 
in  this  respect,  it  is  extremely  important 
that  his  or  her  views  be  made  known  to 
the  Commission  so  that  the  Commission 
may  further  evaluate  whether  similar 
provisions  concerning  foreign  markets 
would  be  appropriate. 

The  Commission  will  carefully  monitoi* 
the  effects  of  option  trading  on  the  func¬ 
tioning  of  existing  domestic  markets. 
Should  the  Commission  at  any  point 
during,  or  upon  termination  of,  the  pilot 
program  perceive  an  effect  adverse  to 
the  interests  of  option  customers  or  the 
underlying  markets,  or  an  effect  other¬ 
wise  contrary  to  the  public  interest,  the 
Commission  may  determine  to  prohibit 
further  option  trading  on  certain  ex¬ 
changes,  in  certain  instruments  or  com¬ 
modities,  or  in  its  entirety. 

Section  1.19;  Financial  Rules 

At  the  time  of  its  October  8,  1976,  pro¬ 
posal,  the  Commission  announced  that 
in  connection  with  the  second  stage  of 
its  regulations  it  would  consider  the  re¬ 
peal  of  its  Regulation  17  CFR  S  1.19 — 
which  prohibits  a  futures  commission 
merchant  from  issuing  or  otherwise  as¬ 
suming  financial  responsibility  for  a 
commodity  option  transaction.  The  Com¬ 
mission  is  now  proposing  that  $  1.19  be 
repealed. 

The  Commission  earlier  recognized 
that  repeal  of  S  1.19  would  not  be  possi¬ 
ble  without  substantial  revisions  of  Its 
financial  rules  for  futures  commission 
merchants  contained  in  Regulation  17 
CFR  S  1-17,  and  it  stated  that  revisions 
could  not  be  made  without  additional 
study.  The  Commission  expects  shortly 
to  propose  substantial  revisions  to  S  1.17 
which,  among  other  things,  will  incorpo¬ 
rate  changes  in  connection  with  com¬ 
modity  options  that  will  enable  the  Com¬ 
mission  to  repeal  9  1.19.  The  Commis¬ 
sion  hopes  to  adopt  them  to  coincide  with 
the  implementation  of  the  Commission’s 
pilot  program.  If  this  is  not  possible,  the 
Commission  will  timely  propose  modifi¬ 
cation  of  9  1.17  solely  with  respect  to 
commodity  option  trading. 

Requests  for  Comment 

The  Commission  is  requesting  both 
general  and  specific  comments  on  its 
proposals  as  well  as  any  alternatives  that 
may  be  suggested.  The  Commission  par¬ 
ticularly  desires  comments  on  the  types 
of  options  it  proposes  for  the  pilot  pro¬ 
gram.  Also  of  particular  interest  to  the 
Commission  would  be  suggestions  con¬ 
cerning  the  criteria  the  Commission 
should  use  to  select  the  commodities  in 
which  options  will  be  traded  during  the 
pilot  program. 

The  Commission  also  seeks  to  be  ap¬ 
prised  of  (1)  the  public’s  views  as  to  the 
pilot  program  in  general,  (2)  the  limita¬ 
tions  it  seeks  to  impose  on  the  partici¬ 
pants  therein,  (3)  the  criteria  it  has  pro¬ 
posed  for  domestic  and  foreign  commod¬ 
ity  option  exchanges,  (4)  the  economic 
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and  other  criteria  the  Commission  should 
apply  to  determine  whether  to  allow  op¬ 
tion  trading  to  continue  after  the  termi¬ 
nation  of  the  test  program,  (5)  whether 
any  distinctions  should  be  drawn  between 
the  licensing  of  domestic  commodity  op¬ 
tion  exchanges  and  the  recognition  of 
foreign  commodity  option  exchanges,  (6) 
whether  the  customer  protection  sought 
to  be  provided  during  the  pilot  program 
is  sufficient  or  is  lacking  in  any  respect, 
and  whether  the  proposed  regulations 
are  adequate  for  the  stated  purpose,  (7) 
whether  any  additional  exemptions 
should  be  provided  other  than  the  trade 
option  exemption,  (8)  the  types  of  record 
keeping  and  reporting  requirements  and 
the  type  of  information  which  should  be 
requested  concerning  participants  in  the 
pilot  program,  (9)  the  feasibility  of  in¬ 
stituting  a  computerized  trading  system 
on  domestic  commodity  option  ex¬ 
changes — including  the  method  for  the 
establishment  of  such  a  system  and  the 
timing  few  its  implementation,  (10) 
whether  commodity  option  pools  should 
be  banned,1*  as  well  as  (11)  any  other 
subject  which  may  be  of  assistance  to 
the  Commission  in  formulating  and  im¬ 
plementing  its  pilot  program.  It  may,  of 
course,  become  necessary  for  the  Com¬ 
mission  to  alter,  substantially  or  in  part, 
its  proposals  prior  to  their  ultimate 
adoption. 

A  section-by-section  explanation  of 
certain  of  the  Commission’s  proposed 
regulations  is  set  forth  below : 

Definitions 

Section  32.1  defines  certain  terms  used 
in  the  rules.  The  Commission  proposes  to 
add  additional  terms  and  to  modify 
certain  existing  definitions.  Proposed 
S  32.1(b)  adds  the  term  “United  States”, 
defined  as  the  jurisdictional  entities  com¬ 
prising  the  United  States  of  America,  in¬ 
cluding  its  states,  territories,  possessions 
and  the  District  of  Columbia.  The  pro¬ 
posed  rules  frequently  refer  to  option 
transactions  taking  place  and  option 
customers  located  in  the  United  States. 

Proposed  5  32.1(d)  modifies  the  exist¬ 
ing  definition  of  “option  customer”  to 
(1)  Include  grantors  of  commodity  op¬ 
tions,  (2)  exclude  owners  or  holders  of 
“proprietary  option  accounts”  (defined 
in  proposed  §32.1(k))  for  certain  pur¬ 
poses  of  the  proposed  rules,  and  (3)  in¬ 
clude  futures  commission  merchants  for 
certain  purposes  of  the  proposed  rules. 

The  Commission’s  Interim  regulations 
were  designed  to  protect  purchasers  of 
commodity  options.  Domestic  exchange - 
traded  options  can  be  expected  to  attract 
large  numbers  of  public  customers  who 
wish  to  grant  as  well  as  purchase  options. 


“  The  Commissions'  proposed  rules  for 
commodity  pool  operators  (42  PH  9266,  Feb¬ 
ruary  16,  1977)  would  Impose  certain  re¬ 
quirements  on  commodity  pool  operators  In¬ 
vesting  funds  in  commodity  options  in  con¬ 
nection  with  their  business.  Notwithstand¬ 
ing  this  proposal,  the  Commission  is  now  re¬ 
questing  comment  on  whether  any  person 
should  be  permitted  to  solicit,  accept  or  re¬ 
ceive  and  to  pool  the  funds,  securities  or 
property  of  others  for  the  purpose  of  trading 
commodity  options. 


The  Commission  therefore  proposes  to 
expand  the  definition  of  “option  cus¬ 
tomer"  to  include  an  option  grantor. 

Proposed  |  32.1  (k)  defines  “proprietary 
option  account”  as  a  commodity  option 
trading  account  carried  on  the  books  of 
an  individual  or  other  person  required 
to  register  as  a  futures  commission 
merchant  for,  or  which  is  partially 
owned  by,  one  of  the  persons  listed  in 
Commission  regulation  17  CFR  $  l-3(y) 
(i)-(viil),  which  defines  a  "proprietary 
account”  for  trading  in  commodity 
futures  contracts.  Commission  regula¬ 
tion  17  CFR  |  1.3(k)  excludes  the  owners 
or  holders  of  proprietary  accounts  from 
the  definition  of  "commodity  customer” 
for  purposes  of  the  segregation  require¬ 
ments  and,  with  certain  exceptions,  the 
attendant  record  keeping  provisions,  of 
the  Act  and  regulations.  The  Commission 
believes  that  the  owners  and  holders  of 
proprietary  option  accounts  should  be 
afforded  similar  treatment.  Hius,  the 
Commission  proposes  to  exclude  the 
owners  and  holders  of  proprietary  option 
accounts  from  the  definition  of  “option 
customer”  for  purposes  of  the  segrega¬ 
tion  and  many  of  the  record  keeping 
requirements  of  the  rules,  and  in  addi¬ 
tion,  from  the  disclosure  requirements." 

Futures  commission  merchants  con¬ 
tinue  to  be  excluded  from  the  definition 
of  “option  customer”  for  most  purposes. 
However,  since  the  Commission  proposes 
to  repeal  8  119  of  its  regulations,  these 
persons  may  commence  to  sell  and 
thereby  become  financially  obligated  to 
fulfill  commodity  options  on  domestic 
exchanges.  In  addition,  they  can  be 
expected  to  purchase  domestic  exchange 
options.  Consequently,  the  Commission 
believes  that  persons  registered  as 
futures  commission  merchants  who  act 
as  customers  for  their  own  account  have 
as  much  need  for  the  protection  of  the 
segregation  provisions  of  proposed 
8  32.17  as  other  option  customers.  More¬ 
over,  proposed  8  32.5(g)  (5)  provides  that 
domestic  commodity  option  exchanges 
are  required  to  Investigate  complaints  of 
option  customers,  and  proposed  8  32.7 
requires  foreign  commodity  option  ex¬ 
changes  to  provide  option  customers 
with  certain  segregation,  clearing,  cus¬ 
tomer  identification,  and  price  informa¬ 
tion  protections.  The  Commission 
believes  that  futures  commission 
merchants  acting  as  customers  in  their 
own  right  require  the  protection  of  these 
provisions  and  are  entitled  to  have  their 
complaints  concerning  option  trades  and 
accounts  investigated  as  well.  Accord¬ 
ingly,  the  Commission  proposes  to 
Include  persons  registered  as  futures 
commission  merchants  under  the  Act 
within  the  definition  of  “option  cus¬ 
tomer”  for  purposes  of  these  sections  of 
its  rules. 


”  Consistent  with  17  CFR  1 1.8(k),  owners 
or  holders  of  proprietary  option  accounts 
will  be  Included  In  the  definition  of  “option 
customer”  for  purposes  of  that  subsection  of 
proposed  1 82.19  which  will  apply  the  record 
keeping  requirements  of  Commission  regula¬ 
tion  1 1.87  to  option  transactions  on  domestic 
commodity  option  exchanges. 


In  view  of  the  Commission’s  proposed 
modification  of  the  option  customer 
definition,  technical  amendments  have 
also  been  made  to  the  definitions  of 
“purchase  price”  (proposed  8  32.1(e)) 
and  “striking  price”  (proposed  8  32.1(g) ) 
to  exclude  references  therein  to  “option 
customers”  and  refer  instead  to  “per¬ 
sons.”  “Striking  price”  has  also  been 
amended  to  clarify  that  it  applies  to  the 
total,  rather  than  the  per  unit,  price  at 
which  a  person  may  purchase  or  sell 
the  commodity  or  futures  contract  which 
is  the  subject  of  a  commodity  option  on 
exercise. 

For  purposes  of  defining  those  funds 
which  are  owed  to  and  must  be  segre¬ 
gated  for  the  benefit  of  the  person  grant¬ 
ing  an  option,  the  term  "premium”  is 
defined  in  proposed  8  32.1(f)  as  the 
money,  securities  or  property  paid  or  to 
be  paid  to  a  person  for  granting  a  com¬ 
modity  option. 

Promotional  material  is  referred  to  in 
existing  8  32.7(a)  Books  and  Record 
Keeping).  For  purposes  of  clarification 
the  Commission  has  added  a  definition 
of  “promotional  material”  in  proposed 
8  32.1  ( j ) . 

Prohibited  Transactions 

Proposed  8  32.2(a)  is  unchanged  and 
continues  to  incorporate  the  existing 
statutory  ban  on  the  offer  and  sale  of 
commodity  options  involving  specific 
commodities.  Proposed  8  32.2(b)  pro¬ 
hibits  the  offer  and  sale  of  commodity 
options  involving  domestically  traded  fu¬ 
tures  contracts  or  the  prices  of  those 
contracts  except  under  the  terms  and 
conditions  prescribed  in  the  Commis¬ 
sion’s  proposed  rules.  Of  course,  pend¬ 
ing  adoption  of  the  Commission’s  pro¬ 
posals,  the  prohibition  in  8  32.2(b)  of  the 
interim  rules  on  the  offer  and  sale  of 
these  options  continues  in  effect. 

Unlawful  Commodity  Option 
Transactions 

Proposed  8  32.3(a)  basically  imple¬ 
ments  the  pilot  program  by  making  it  un¬ 
lawful  for  any  person  to  offer  to  enter 
into,  enter  into,  confirm  the  execution 
of,  or  maintain  a  position  in,  any  com¬ 
modity  option  transaction  that  is  not 
traded  on  or  subject  to  the  rules  of  a  do¬ 
mestic  commodity  option  exchange,  by  or 
through  a  member  thereof,  or  on  or  sub¬ 
ject  to  the  rules  of  a  foreign  commodity 
option  exchange,  by  or  through  a  member 
thereof  located  in  the  United  States.  The 
Commission  is  proposing  that  option 
transactions  on  foreign  commodity  op¬ 
tion  exchanges  be  conducted  through  a 
member  located  in  the  United  States  so 
as  to  enable  the  Commission  and  option 
customers  continuously  to  have  ready 
access  to  a  person  in  the  United  States 
responsible  for  performance  in  connec¬ 
tion  with  an  option  transaction. 

Proposed  88  32.3  (b)  and  (c)(1)  specify 
the  circumstances  under  which  persons 
accepting  funds  or  other  property  from 
option  customers  in  connection  with  a 
commodity  option  transaction,  or  solicit¬ 
ing  or  accepting  orders  for  commodity 
options,  are  required  to  register  as  fu¬ 
tures  commission  merchants  or  assocl- 
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ated  persons,  respectively,  under  the  Act. 
These  sections  correspond  to  existing 
§§  32.3  (a)  and  (b)  and  have  been 
changed  to  delete  the  January  17,  1977, 
registration  deadline  as  superfluous.  In 
addition,  because  the  definition  of  option 
customer  has  been  changed  to  include 
grantors  or  commodity  options,  $  32.3(b) 
is  proposed  to  be  amended  to  make  it  un¬ 
lawful  for  any  person  to  accept  any 
money,  securities  or  property  from  an 
option  customer  to  guarantee  or  secure 
performance  of  a  commodity  option  un¬ 
less  registered  as  a  futures  commission 
merchant  under  the  Act.  Proposed  S  32  .3 
(c)(2),  which  corresponds  to  existing 
regulation  S  32.3(b)  (2) ,  makes  it  unlaw¬ 
ful  for  any  person  required  to  be  regis¬ 
tered  as  a  futures  commission  merchant 
under  the  Act  to  permit  an  individual  to 
be  associated  with  it  in  certain  specified 
capacities  unless  that  individual  is  regis¬ 
tered  as  an  associated  person  under  the 
Act. 

Proposed  S  32.3(d)  makes  It  unlawful 
for  any  person  to  use  any  facility  or  com¬ 
puterized  trading  system  (when  and  If 
established)  provided  by  a  domestic  com¬ 
modity  option  exchange  for  the  purchase 
or  sale  of  commodity  options,  to  pur¬ 
chase  or  sell  an  option  for  any  other  per¬ 
son  without  being  registered  with  the 
Commission  as  a  floor  broker  under  the 
Act.  Proposed  §  32.3(h)  provides,  how¬ 
ever,  that  a  person  already  registered  as 
a  floor  broker  under  the  Act  need  not  re¬ 
register  to  trade  options  for  another  per¬ 
son’s  account,  but  such  person  must  (or 
if  such  person  is  employed  by  a  futures 
commission  merchant,  the  futures  com¬ 
mission  merchant  must)  notify  the 
Commission  of  the  date  such  person  com¬ 
menced  or  intends  to  commence  trading 
options.  The  Commission  is  aware  that 
the  term  “floor  broker”  in  section  2(a) 
(1)  of  the  Act  is  not  defined  to  Include 
persons  engaged  in  brokerage  activities 
on  the  floor  of  a  domestic  commodity  op¬ 
tion  exchange.  However,  as  in  the  case  of 
requiring  certain  persons  dealing  in  com¬ 
modity  options  to  register  as  futures 
commission  merchants,  the  Colnmisslon 
has  determined  to  entrust  floor  brokerage 
activities  on  domestic  commodity  option 
exchanges  solely  to  persons  registered 
with  the  Commission  as  floor  brokers. 

Proposed  S  32.3(e),  the  counterpart  of 
existing  §  32.3(c),  adds  floor  brokers  to 
the  categories  of  registered  persons 
(presently  consisting  of  futures  com¬ 
mission  merchants  and  associated  per¬ 
sons)  who  will  not  be  included  within 
the  definition  of  commodity  trading  ad¬ 
visor  contained  in  the  Act  provided  cer¬ 
tain  conditions  are  met.  Proposed  55  32.- 
3  (f)  and  (g)  Incorporate  the  provisions 
of  S$  32.3  (d)  and  (e)  of  the  interim 
regulations  without  change,  except  that 
registered  floor  brokers  have  beerf  in¬ 
cluded  as  persons  who  need  not  reregister 
as  associated  persons  or  as  floor  brokers 
In  order  to  comply  with  the  registration 
provisions  of  the  rules. 

Exemptions 

The  trade  option  exemption  contained 
In  S  32.4(a)  of  the  interim  option  regu¬ 


lations  applies  to  a  commodity  option 
offered  by  a  person  which  has  a  reason¬ 
able  basis  to  believe  that  the  option  is 
offered  to  a  producer,  processor,  or  com¬ 
mercial  user  of,  or  a  merchant  handling, 
the  commodity  which  is  the  subject  of 
the  commodity  option  transaction,  or  the 
products  or  by-products  thereof,  and 
that  the  producer,  processor,  commercial 
user  or  merchant  is  offered  or  enters  into 
the  commodity  option  transaction  solely 
for  purposes  related  to  its  business  as 
such.  Under  the  existing  trade  option  ex¬ 
emption  a  person  who  is  not  engaged  in 
commercial  activity  could  offer  an  option 
to  a  person  who  is.  Upon  reconsideration, 
the  Commission  is  aware  of  no  reason 
why  the  trade  option  exemption  should 
apply  other  than  between  persons  who 
are  commercial  Interests.  Accordingly, 
the  Commission  now  proposes  to  amend 
the  “trade”  exemption  to  limit  its  appli¬ 
cability  to  options  which  are  issued  by, 
offered  to  and  purchased  by  persons  each 
of  which  has  a  reasonable  basis  to  believe 
the  other  Is  a  person  engaged  In  com¬ 
mercial  activity  of  the  type  described 
above.  The  Commission  also  made  cer¬ 
tain  technical  amendments  to  the  trade 
option  exemption  to  make  clear  that, 
during  the  pilot  program,  the  exemption 
will  continue  to  be  inapplicable  to  options 
involving  futures  contracts  on  contract 
markets  or  the  prices  of  such  contracts. 
As  stated  above,  the  offer  and  sale  of 
these  options  are  presently  prohibited  by 
the  Interim  regulations  but  trading  in 
these  options  is  proposed  to  be  permitted 
on  domestic  commodity  option  exchanges 
during  the  pilot  program.  In  addition,  the 
Commission  proposes  that  the  provisions 
of  5  32.13  (Orders  Prohibiting  Trading 
In  Commodity  Options)  will  apply  to 
transactions  between  commercial  Inter¬ 
ests.  The  Commission  believes  that  It 
should  be  able  to  prohibit  persons  found 
to  have  violated,  or  who  are  violating, 
the  Act  or  the  rules,  regulations  or  orders 
thereunder  from  engaging  In  trade  option 
transactions  in  the  same  manner  as  it 
may  prohibit  persons  from  engaging  In 
other  option  transactions  in  the  United 
States  and  cause  domestic  commodity 
option  exchanges  to  refuse  such  persons 
trading  privileges  thereon. 

The  Commission  also  proposes  that 
the  provisions  of  proposed  S9  32.19  and 
32.22  concerning,  respectively,  record 
keeping  requirements  for  persons  regis¬ 
tered  as  futures  commission  merchants 
and  reports  by  foreign  commodity  option 
exchanges,  will  apply  to  trade  option 
transactions.  This  will  enable  the  Com¬ 
mission  to  obtain  additional  data  con¬ 
cerning  the  use  of  foreign  options  by 
commercial  interests.  The  Commission 
requests  specific  comments  on  Its 
amended  “trade”  exemption. 

Proposed  8  32.4(b)  retains,  without 
substantive  change,  the  general  exemp- 
tive  provision  of  the  interim  rules.  That 
provision  permits  the  Commission,  by 
order,  upon  written  request  or  upon  its 
own  motion,  to  exempt  any  person,  either 
unconditionally  or  on  a  temporary  or 
other  conditional  basis,  from  any  of  the 
provisions  of  the  regulations,  except  pro¬ 
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posed  88  32.2(a)  (prohibited  transac¬ 
tions)  ,  32.28  (unlawful  activities)  and 
32.29  (antifraud) ,  If  it  finds  that  it  would 
not  be  contrary  to  the  public  Interest 
to  grant  such  exemption.  As  stated  in  its 
previous  releases,  due  to  the  limited 
nature  of  its  test  program  the  Com¬ 
mission  contemplates  granting  few  ex¬ 
emptions  to  its  rules.  This  provision  is 
contained  in  the  regulations,  however,  to 
permit  maximum  Commission  flexibility 
in  the  operation  of  its  pilot  program. 

Licensing  of  Domestic  Commodity 
Option  Exchanges 

As  previously  stated,  the  proposed  pilot 
program  is  intended  to  enable  the  Com¬ 
mission  to  accumulate  and  analyze  data 
to  determine  If  option  transactions  serve 
an  economic  purpose,  are  not  contrary 
to  the  protection  of  option  customers  In 
the  United  States  and  have  no  material 
adverse  effect  on  domestic  futures  or  cash 
markets.  The  requirements  for  the  li¬ 
censing  of  domestic  commodity  option 
exchanges  and  the  continuing  require¬ 
ments  to  retain  such  license  have  been 
structured  to  accomplish  this  purpose. 

Before  the  Commission  will  license  a 
board  of  trade  as  a  domestic  commodity 
option  exchange,  the  Commission  must 
satisfy  Itself  that  option  trading  thereon 
will  not  be  contrary  to  the  public  In¬ 
terest.  To  aid  In  this  determination  a 
board  of  trade  seeking  to  be  licensed 
must  (1)  submit  to  the  Commission  an 
application  pursuant  to  proposed  8  32.9 
(a)  for  trading  an  approved  option 
which  meets  the  requirements  previously 
described;  (2)  undertake  to  comply,  on 
a  continuing  basis,  with  the  requirements 
of  proposed  99  32.5  and  32.8,  (3)  submit. 
If  requested  by  the  Commission,  the  in¬ 
formation  called  for  by  Commission  reg¬ 
ulation  17  CFR  9  1-50  concerning  con¬ 
tinued  compliance  with  the  requirements 
for  designation  as  a  contract  market  in 
the  futures  contract  for  which  the  op¬ 
tion  license  is  sought  (proposed  9  32.5 
(a)(3));  (4)  demonstrate  that  it  is 
reasonable  to  expect  that  the  option 
contracts  proposed  will  be  used  on  some¬ 
thing  more  than  an  occasional  basis  for 
other  than  speculative  purposes  by  com¬ 
mercial  interests  engaged  in  handling  or 
utilizing  the  underlying  commodity,  or 
tiny  products,  by-products  or  source 
commodity  thereof,  in  Interstate  com¬ 
merce  and  that  trading  in  such  contracts 
will  provide  data  which  will  be  useful  In 
evaluating  option  trading  in  other  com¬ 
modities  (proposed  89  32.5(a)  (4)  (1)  and 
(lv));  (5)  provide  for  making  effective 
any  orders  entered  by  the  Commission 
under  proposed  9  32.13  prohibiting  a  per¬ 
son  from  trading  on  or  subject  to  the 
rules  of  a  domestic  commodity  option 
exchange  and  for  compliance  with  all 
other  requirements  applicable  to  the 
board  of  trade  under  this  Part  (proposed 
8  32.5(b) ) ;  (6)  provide  appropriate  safe¬ 
guards  to  its  futures  markets  from  any 
potential  adverse  effects  which  may  arise 
from  the  trading  of  options  and  vice 
versa  (proposed  8  32.5(c));  (7)  submit 
to  the  Commission  all  by-laws,  rules,  reg- 
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ulations  and  resolutions  made  or  issued 
by  it,  its  governing  board,  or  any  com¬ 
mittee  or  clearing  organization  thereof 
relating  to  commodity  option  transac¬ 
tions  (proposed  §  32.5(d));  (8)  submit 
for  the  Commission’s  review  the  required 
standardized  disclosure  statement  (pro¬ 
posed  8  32.5(f));  (9)  maintain  an  ade¬ 
quate  program  to  secure  compliance  with 
the  Commission’s  commodity  option  reg¬ 
ulations  and  with  all  by-laws,  rules,  reg¬ 
ulations  or  resolutions  which  the  board 
of  trade  is  required  to  enforce  ( proposed 
§  32.5(g));  (10)  provide  for  the  general 
quotation  and  dissemination  of  bids  and 
offers  and  volume  and  last  sale  price 
information  on  a  timely  basis  in  the 
option  contracts  for  which  designation  is 
sought  and  the  underlying  futures  con¬ 
tracts  (proposed  8  3205(h));  (11)  dem¬ 
onstrate  that  clearance  and  processing 
of  the  option  contracts  proposed  will  not 
adversely  affect  the  capability  of  the 
board  of  trade  and  Its  members  to  clear 
and  process  transactions  for  future  de¬ 
livery  on  the  board  of  trade  (proposed 
8  32.5(D);  and  (12)  receive  Commission 
approval  of  the  terms  and  conditions  of 
the  proposed  option  contract  (proposed 
5  32.5(e)). 

Requirements  Imposed  on  Domestic 
Commodity  Option  Exchanges 

After  licensing,  proposed  §8  32.6(a)  re¬ 
quires  a  domestic  commodity  option  ex¬ 
change  to  submit  to  the  Commission  for 
approval  all  proposed  by-laws,  rules,  reg¬ 
ulations  or  resolutions  and  proposed 
changes  therein  made  or  Issued  by  It  or 
any  of  Its  affiliate  entities  relating  to 
commodity  option  transactions  in  the 
manner  prescribed  in  Commission  regu¬ 
lation  1.41,“  governing  submission  of 
rules  of  designated  contract  markets, 
not  less  than  thirty  days  prior  to  the 
proposed  effective  date  thereof,  or  within 
such  shorter  period  as  the  Commission 
shall  permit.  No  by-law,  rule,  regulation 
or  resolution,  or  proposed  change 
therein,  may  become  effective  without 
Commission  approval.  The  Commission 
will  grant  approval  within  30  days  of 
the  proposed  amendment’s  receipt  (un¬ 
less  the  exchange  is  informed  that  a 
longer  period  is  necessary)  unless  it  de¬ 
termines  that  the  proposed  amendment 
is  in  violation  of  the  Act  or  the  regula¬ 
tions  thereunder,  is  not  in  accordance 
with  just  and  equitable  principles  of 
trade  or  is  otherwise  inconsistent  with 
the  interests  of  option  customers  in  the 
United  States  or  contrary  to  the  public 
interest.  In  submitting  proposed  by-laws, 
rules,  regulation  or  resolutions,  or  pro¬ 
posed  changes  therein,  a  domestic  com¬ 
modity  option  exchange  may  place  an 
operational,  administrative  or  temporary 
emergency  rule  into  effect  or  may  deal 
with  a  physical  emergency  in  the  same 
manner  and  subject  to  the  same  condi¬ 
tions  as  provided  in  Commission  regu¬ 
lation  8  1.41.  In  addition,  the  exchange 
must  (1)  keep,  and  permit  inspection  by 
representatives  of  the  Commission  of 
specified  books  and  records  for  five  years 

“  41  FR  40091  (September  17,  1976). 


(proposed  S32.6'b));”  (2)  enforce  all 
by-laws,  rules,  regulations  or  res¬ 
olutions  issued  by  it  or  by  its  governing 
board,  or  any  committee  or  clearing  or¬ 
ganization  thereof,  relating  to  commod¬ 
ity  option  transactions  on  the  exchange 
and  revoke  and  not  enforce  any  such 
by-law,  rule,  regulation  or  resolution 
made,  issued  or  proposed  which  the  Com¬ 
mission  has  disapproved  (proposed 
5  32.6(c));  (3)  make  continually  avail¬ 
able  for  dissemination  to  option  cus¬ 
tomers,  and  provide  the  Commission 
with  copies  of,  a  standardized  disclosure 
statement  containing  current  informa¬ 
tion  (proposed  5  32.6(d));  and  (4)  fur¬ 
nish  the  Commission  with  such  informa¬ 
tion  concerning  option  transactions  on 
the  exchange  as  the  Commission  may 
from  time  to  time  request  (proposed 
§  32.6(e)). 

Recognition  of  Foreign  Commodity 
Option  Exchanges 

Proposed  5  32.7(a)  provides  that  the 
Commission  may  recognize  any  foreign 
board  of  trade  in  existence  on  Septem¬ 
ber  1, 1976  as  a  foreign  commodity  option 
exchange  when  the  Commission  deter¬ 
mines  that  trading  by  option  customers 
in  the  United  States  in  the  option  for 
which  recognition  is  sought  will  not  be 
contrary  to  the  public  interest,  and  the 
foreign  board  of  trade  provides  for  (1) 
the  segregation  of  all  funds  and  other 
property  received  by  the  exchange  or  its 
members  for  the  account  of  option  cus¬ 
tomers  in  the  United  States,  or  accruing 
to  those  customers,  as  belonging  to  those 
customei's,  or  a  substantive  equivalent 
thereto  approved  by  the  Commission,  (2) 
a  clearing  mechanism  for  option  trans¬ 
actions  effected  for  option  customers  in 
the  United  States  or  a  substantive  equiv¬ 
alent  thereto  approved  by  the  Commis¬ 
sion,  (3)  the  registration  of  option  trans¬ 
actions  effected  for  option  customers  in 
the  United  States  in  the  name  of  those 
customers,  and  (4)  the  general  quotation 
and  dissemination  of  bids  and  offers  and 
volume  and  last  sale  price  information 
in  the  United  States  on  a  timely  basis 
with  respect  to  the  commodity  option 
contracts  for  which  recognition  is  sought 
and  the  underlying  futures  contract  or 
physical  commodity.  The  Commission 
believes  that  these  requirements  will  pro¬ 
vide  adequate  protection  for  customer 
funds,  provide  a  method  of  tracing  an 
option  customer’s  option  should  perform¬ 
ance  not  occur,  and  make  available  cur¬ 
rent  option  market  information  on  which 
option  customers  in  the  United  States 
can  make  their  trading  decisions. 

The  Commission  also  proposes  that  a 
foreign  board  of  trade  seeking  recogni¬ 
tion  must  furnish  copies  of  the  terms 
and  conditions  of  the  option  contracts 
proposed  to  be  marketed  in  the  United 

“The  Commission  has  not  included  a  re¬ 
quirement  that  books  and  records  be  kept 
available  for  Inspection  by  representatives 
of  the  Department  of  Justice.  Section  6a (3) 
of  the  Act  Imposes  this  requirement  on  con¬ 
tract  markets.  The  Commission  requests 
specific  comment  on  whether  this  require¬ 
ment  should  be  Imposed  on  domestic  com¬ 
modity  option  exchanges. 


States  to  determine  if  the  Commission 
has  any  material  objections  thereto  (pro¬ 
posed  8  32.7(b)),  and  to  undertake  to 
provide  the  Commission  with  certain 
specified  information  on  a  continuing 
basis  or  at  the  Commission’s  request 
(pi*oposed  8  32.7(c)). 

Obligations  of  Foreign  Commodity 
Option  Exchanges 

Paragraph  (a)  of  proposed  8  32.8  re¬ 
quires  a  foreign  commodity  option  ex¬ 
change  to  submit  all  proposed  changes  in 
any  term  or  condition  of  any  option 
contract  for  which  it  is  recognized  not 
less  than  thirty  days  prior  to  the  pro¬ 
posed  effective  date  thereof  or  within 
such  shorter  time  as  the  Commission 
shall  permit.  The  Commission  will  notify 
the  foreign  commodity  option  exchange 
within  thirty  days  of  its  receipt  of  the 
pi-oposed  change  if  the  Commission  has 
any  material  objections  thereto.  Should 
the  proposed  change  be  implemented  de¬ 
spite  the  Commission’s  objection,  the 
Commission  could  suspend  or  withdraw 
the  exchange’s  recognition  for  the  par¬ 
ticular  option  contract  under  proposed 
§  32.12(d). 

Paragraph  (b)  of  proposed  §  32.8  also 
requires  a  foreign  commodity  option  ex¬ 
change  to  provide  the  Commission  at  its 
request  with  certain  information  con¬ 
cerning  volume  of  trading,  market  par¬ 
ticipants,  options  exercised,  correspond¬ 
ing  futures  and  spot  prices  for  the  com¬ 
modities  on  which  option  contracts  are 
traded,  and  such  other  information  as 
the  Commission  shall  from  time  to  time 
specify  regarding  the  options  for  which 
the  system  is  recognized.  The  Commis¬ 
sion  believes  this  information  will  pro¬ 
vide  it  with  sufficient  data  to  determine 
if  foreign  option  trading  should  be  per¬ 
mitted  to  continue  in  the  United  States 
during  and  after  conclusion  of  the  test 
program  and,  if  so,  under  what  condi¬ 
tions. 

Application  for  Licensing  of  Domestic 

Commodity  Option  Exchanges  and 

for  Recognition  of  Foreign  Commod¬ 
ity  Option  Exchanges 

A  board  of  trade  seeking  to  be  licensed 
as  a  domestic  commodity  option  ex¬ 
change  must  submit  an  application  pur¬ 
suant  to  proposed  5  32.9(a).  A  foreign 
board  of  trade  in  existence  on  September 
1,  1976  desiring  recognition  as  a  foreign 
commodity  option  exchange  must  notify 
the  Commission  of  its  intention  to  par¬ 
ticipate  in  the  Commission’s  pilot  pro¬ 
gram  pursuant  to  proposed  5  32.9(b). 
Proposed  8  32.9(c)  provides  that  the 
Commission  shall  not  refuse  to  license 
a  board  of  trade  as  a  domestic  commodity 
option  exchange  or  to  recognize  a  foreign 
board  of  trade  as  a  foreign  commodity 
option  exchange  without  affording  it  an 
opportunity  for  a  hearing  on  the  matter 
before  the  Commission.  Proposed  8  32.9 
(d)  provides  that  a  license  as  a  domestic 
commodity  option  exchange  or  the  recog¬ 
nition  as  a  foreign  commodity  option  ex¬ 
change  shall  in  no  event  exceed  three 
years  (the  term  of  the  pilot  program) 
from  the  effective  date  of  the  proposed 
rules  or  such  shorter  period  as  the  Com¬ 
mission  shall  determine. 
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Vacation  of  License;  Withdrawal  or 
Recognition 

Under  §  32.10  of  the  proposed  rules,  a 
domestic  or  foreign  commodity  option 
exchange  may  have  its  license  vacated  or 
recognition  withdrawn,  respectively,  on 
submission  of  a  written  request  to  the 
Commission.  The  request  must  set  a  date 
at  least  90  days  after  its  receipt  by  the 
Commission  on  which  vacation  or  with¬ 
drawal  is  to  take  place.  Should  a  board 
of  trade  again  apply  for  a  license  as  a 
domestic  commodity  option  exchange  or 
again  seek  recognition  as  a  foreign  com¬ 
modity  option  exchange,  it  must  reapply, 
or  again  notify  the  Commission,  as  the 
case  may  be,  and  satisfy  all  original  re¬ 
quirements  imposed  for  licensing  or  rec¬ 
ognition  by  this  Part. 

Suspension  of  Revocation  or  License; 

Suspension  or  Withdrawal  of  Recog¬ 
nition 

Proposed  S  32.11  provides  that  the 
Commission  may  suspend  or  revoke  the 
license  of  a  domestic  commodity  option 
exchange  for  trading  in  an  option  con¬ 
tract  at  any  time  if  it  determines  that 
(1)  cause  exists  which  would  warrant 
a  denial  of  a  license  under  5  32.5,  (2)  the 
exchange  is  violating  or  has  violated 
S  32.6,  (3)  the  exchange,  or  any  of  its 
officers,  agents,  or  employees.  Is  violating 
or  has  violated  the  Act  or  any  of  the 
Commission’s  regulations  thereunder. 
(4)  the  option  contract  is  not  sufficiently 
used  on  more  than  an  occasional  basis 
for  other  than  speculative  purposes  by 
commercial  interests  in  interstate  com¬ 
merce,  (5)  option  trading  on  the  ex¬ 
change  in  the  option  contract  for  which 
the  license  was  granted,  or  all  option 
trading  in  the  commodity  underlying 
that  contract,  is  contrary  to  the  protec¬ 
tion  of  option  customers  or  underlying 
futures  or  cash  markets  or  is  otherwise 
contrary  to  the  public  interest,  or  (9)  all 
commodity  option  trading  in  the  United 
States  should  be  prohibited  in  the  public 
interest  or  otherwise  for  the  protection 
of  option  customers.  Under  proposed 
§  32.12  the  Commission  may  suspend  or 
withdraw  the  recognition  of  a  foreign 
commodity  option  exchange  for  any  op¬ 
tion  contract  for  substantially  similar 
reasons.  The  Commission  believes  that 
these  standards  are  consistent  with  the 
basic  goals  of  the  pilot  program  (1)  to 
provide  protection  to  option  customers 
in  the  United  States  and  existing  domes¬ 
tic  cash  and  futures  markets  and  (2)  to 
determine  if  option  transactions  on 
domestic  and  foreign  commodity  option 
exchanges  serve  an  economic  purpose  to 
option  customers  in  the  United  States. 

Orders  Prohibiting  Option  Trading 

Consistent  with  the  Commission’s 
desire  to  establish  strict  customer  pro¬ 
tections  standards  for  its  test  program, 
proposed  §  32.13  permits  the  Commission 
to  prohibit  a  person  which  it  has  reason 
to  believe  is  violating  or  has  violated  any 
provision  of  the  Act,  or  the  regulations 
or  any  order  of  the  Commission  there¬ 
under  from  participating  in  any  com¬ 
modity  option  transaction  in  the  United 
States  and  to  require  all  domestic  com- 
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modity  option  exchanges,  and  to  request 
foreign  commodity  option  exchanges,  to 
refuse  all  trading  privileges  to  such  per¬ 
son  for  such  period  as  the  Commission 
may  specify  in  its  order.  Proposed  §  32.13 
specifies  that  any  order  prohibiting  trad¬ 
ing  may  be  Issued  in  accordance  with 
the  procedures  set  out  in  Section  6(b) 
of  the  Act,  7  U.S.C.  9  (Supp.  V,  1975) . 

Supplementing  Domestic  Commodity 
Option  Exchange  Rules 

In  order  to  maintain  strict  control  of 
its  test  program  for  option  trading  on 
domestic  commodity  option  exchanges, 
proposed  5  32.14  permits  the  Commission 
to  alter  or  supplement  the  rules  and 
practices  of  a  domestic  commodity 
option  exchange,  its  governing  board,  or 
any  committee  or  clearing  organizations 
thereof.  This  may  be  accomplished  if, 
after  making  written  request  to  the 
exchange  that  specific  changes  in  cer¬ 
tain  rules  or  practices  be  implemented, 
the  Commission  determines,  after  af¬ 
fording  the  exchange  an  opportunity  for 
a  hearing,  that  the  changes  requested 
have  not  been  made  and  are  necessary 
(1)  to  protect  option  customers,  person* 
producing,  handling  or  consuming  any 
commodity  which  is  the  subject  of  a 
commodity  option  transaction  on  the 
exchange  (or  a  product  or  by-product 
thereof),  or  underlying  futures  or  cash 
markets,  or  traders  thereon,  or  (2)  to 
insure  fair  dealing  in  the  commodity 
options  traded  on  the  exchange. 

Emergency  Actions 

Proposed  f  32.15  provides  that  when¬ 
ever  the  Commission  has  reason  to 
believe  that  a  potential  or  actual  emer¬ 
gency  exists  which  threatens  the  inter¬ 
ests  of  option  customers  in  the  United 
States  or  jeopardizes  the  orderly  func¬ 
tioning  of  cash,  futures  or  options 
markets  in  the  United  States,  it  may 
take,  and  direct  others  to  take,  such 
action  as  it  deems  necessary  to  main¬ 
tain  or  restore  orderly  trading  in,  or 
liquidation  of,  any  commodity  option 
contract,  Including  the  suspension  of  the 
further  offer  and  sale  of  any  option  con¬ 
tract  in  the  United  States  for  such 
period  as  It  shall  determine. 

Disclosure 

Proposed  $  32.16  amends  the  summary 
disclosure  requirements  of  the  interim 
regulations  (1)  to  take  into  account  the 
differences  between  option  transactions 
on  domestic  and  foreign  commodity  op¬ 
tion  exchanges,  and  (2)  to  provide  more 
detailed  information  to  option  customers 
and  prospective  option  customers  con¬ 
cerning  option  transactions.  With  re¬ 
spect  to  domestic  commodity  option 
exchanges,  the  Commission  proposes  in 
5  32.16(a)  that  the  exchanges  prepare 
the  disclosure  statements  required  to  be 
distributed  to  option  customers  and 
prospective  option  customers  by  persons 
soliciting  or  accepting  the  order  for  the 
option  transaction.  A  single  exchange 
document  will  permit  the  Commission 
to  review  disclosure  statements  at  the 
time  application  for  licensing  is  made 
and  easily  monitor  changes  in  the  dis¬ 


closure  statements  thereafter.  The  Com¬ 
mission  considers  this  a  more  practical 
and  efficient  approach  than  supervising 
or  having  exchanges  supervise  the  use  of 
numerous  disclosure  statements  pre¬ 
pared  individually  by  futures  commis¬ 
sion  merchants. 

The  exchange  disclosure  statement 
furnished  to  option  customers  must  be 
dated,  contain  then  current  information, 
and  include  the  following  information  in 
addition  to  that  currently  required  to  be 
delivered  to  persons  purchasing  London 
options  or  domestic  dealer  options: 

(1)  A  modified,  bold-faced  statement  on 
the  cover  page  highlighting  the  financial 
risks  Involved  In  option  transactions  and  In¬ 
dicating  that  a  person  should  not  grant  an 
option  unless  he  either  owns  the  futures 
contract  or  physical  commodity  underlying 
the  option  or  is  able  to  sustain  a  substantial 
financial  loss; 

(2)  Statements  to  the  effect  that  (1)  the 
grantor  of  an  uncovered  option  is  subject  to 
risk  of  loss  should  the  price  of  the  futures 
contract  underlying  the  option  Increase,  and 
(11)  the  grantor  of  a  covered  option  Is  sub¬ 
ject  to  the  full  risk  of  the  underlying  posi¬ 
tion; 

(8)  A  description  of  (1)  the  procedural 
prerequisites  for  the  exercise  of  the  option 
contracts,  (11)  an  grantor’s  obligations  to 
perform  upon  exercise,  (Ul)  the  rights  and 
obUgatlons  of  the  option  customer.  Including 
his  rights  upon  default,  (lv)  any  material 
risks  not  otherwise  required  to  be  stated, 
and  (v)  a  description  of  the  domestic  com¬ 
modity  option  exchange  where  the  options 
are  sold,  Including  the  operation  of  Its  clear¬ 
ing  mechanism  and  an  expiation  of  any 
clearinghouse  guarantees; 

(4)  A  list  of  the  futures  contracts  which 
are  the  subject  of  the  options  being  offered; 
and 

(6)  A  clear  explanation  of  any  force  ma- 
jeure  clauses  contained  In  the  option  con¬ 
tract. 

With  respect  to  options  originating  on 
foreign  commodity  option  exchanges, 
proposed  532.16(b)  would  continue  the 
requirement  in  5  32.5  of  the  interim  reg¬ 
ulations  that  persons  soliciting  or  ac¬ 
cepting  orders  for  option  transactions 
furnish  option  customers,  or  prospective 
option  customers,  with  a  disclosure 
statement  prior  to  the  time  an  option 
transaction  is  entered  into.  The  proposed 
disclosure  statement  is  similar  in  con¬ 
tent  to  that  required  in  the  case  of  op¬ 
tions  on  domestic  commodity  option  ex¬ 
changes  and  must  contain  then  current 
information  with  respect  to  the  option 
being  offered.  Proposed  §  32.16ib)  would 
expand  the  information  required  by  the 
interim  regulations  in  summary  disclo¬ 
sure  statements  to  include  the  following 
data: 

(1)  The  additional  Information  described 
In  paragraphs  (1)  through  (5)  above  for  op¬ 
tion  transactions  on  domestic  commodity  op¬ 
tion  exchanges,  modified  as  appropriate  for 
transactions  on  foreign  commodity  option 
exchanges; 

(2)  A  statement  that  the  grantor  of  a 
put  option  is  subject  to  risk  of  loss  should 
the  price  of  the  futures  contract  or  physical 
commodity  underlying  the  option  decrease; 
and 

(3)  The  name  of  the  person  registered  as 
a  futures  commission  merchant  with  whom 
the  option  customer's  account  Is  established 
and  the  address  and  telephone  number  of 
such  person’s  principal  business  office. 
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Proposed  §  32.16(c)  Incorporates  the 
provisions  of  f  32.5(b)  of  the  Interim 
regulations  and  sets  forth  those  circum¬ 
stances  under  which  an  option  customer 
need  not  be  furnished  with  a  disclosure 
statement.  Similarly,  proposed  §32. 16(e) 
continues  the  requirement  of  §  32.5(c) 
of  the  interim  regulations  that  option 
customers  be  furnished  with  a  confirma¬ 
tion  statement  not  more  than  24  hours 
after  execution  of  a  commodity  option 
transaction  containing  certain  specified 
information  about  the  transaction. 

Proposed  §  32.16(d)  modifies  §  32.5(c) 
of  the  interim  regulations  to  require  that 
prior  to  the  entry  into  a  commodity  op¬ 
tion  transaction,  an  option  customer 
must  be  informed  about  specified  costs, 
fees  and  other  information  not  only  If 
the  actual  amounts  are  then  known  but 
also  if  the  amounts  can  reasonably  be 
approximated.  The  Commission  under¬ 
stands  that  many  option  dealers  have 
adopted  the  practice  of  establishing  their 
charges  as  percentages  of  the  premium 
paid  by  an  option  customer.  Since  the 
actual  amount  of  the  premium  is  seldom 
known  prior  to  the  execution  of  an  op¬ 
tion  transaction,  little  pre-transaction 
price  disclosure  is  presently  being  made 
to  option  customers.  However,  the  Com¬ 
mission  understands  that  premiums  gen¬ 
erally  do  not  fluctuate  from  day-to-day 
to  such  an  extent  that  they  cannot  be 
reasonably  approximated.  It  therefore 
proposes  that  Information  concerning 
approximate  premiums,  costs,  fees  and 
other  charges  be  provided  to  option  cus¬ 
tomers  prior  to  entry  into  an  option 
transaction  where  they  can  be  reasona¬ 
bly  approximated. 

Segregation 

With  respect  to  option  transactions 
on  or  subject  to  the  rules  of  domestic 
commodity  option  exchanges,  proposed 
§  32.17(a)  basically  provides  that  each 
person  required  to  register  as  a  futures 
commission  merchant  under  the  Act 
shall  treat  and  deal  with  all  money,  se¬ 
curities  and  property  which  he  receives 
representing  funds  owing  to  an  option 
customer,  whether  premiums,  accrued 
equity  payable  to,  or  security  put  up  by, 
the  option  customer,  in  the  same  manner 
and  under  the  same  conditions  as  fu¬ 
tures  contract  customers’  funds  are  dealt 
with  under  section  4d(2)  of  the  Act.  Op¬ 
tion  customers’  option  funds  may  be 
commingled  only  with  the  option  funds 
of  other  option  customers  trading  on  do¬ 
mestic  commodity  opton  exchanges  and 
deposited  in  banks  or  trust  companies, 
with  the  clearing  organization  of  a  do¬ 
mestic  commodity  option  exchange,  or 
with  other  persons  registered  as  futures 
commission  merchants  under  the  Act. 
The  Commission  believes  that  segrega¬ 
tion  of  all  monies  owing  to  an  option 
customer  is  essential  for  option  transac¬ 
tions  to  assure,  to  the  extent  feasible, 
the  financial  integrity  of  option  trans¬ 
actions  on  domestic  exchange  markets 
and  to  prevent  fraud.  Consistent  with 
trading  In  futures  contracts,  the  Com¬ 
mission  does  not  propose  to  require  that 
amounts  representing  commissions,  fees 
or  other  charges  be  segregated. 


Proposed  §§  32.17(a)  (3)-(14)  have 
been  reserved  for  the  incorporation  of 
regulatory  requirements  concerning  the 
segregation  of  funds  and  property  simi¬ 
lar  to  those  contained  in  Commission 
regulations  17  CFR  §§  1  20-1.30  and  1.32 
for  futures  transactions  on  contract 
markets.  The  Commission  requests  com¬ 
ments  concerning  the  applicability  of  the 
requirements  contained  lr  §§  1.20-1.30 
and  1.32  to  option  transactions  on  do¬ 
mestic  commodity  option  exchanges  and 
whether  those  sections  could  be  appro¬ 
priately  modified  to  incorporate  require¬ 
ments  related  to  option  transactions. 

As  Indicated  above,  proposed  §  32.17 
(b)  provides  the  segregation  require¬ 
ments  for  options  traded  on  or  subject 
to  the  rules  of  a  foreign  commodity  op¬ 
tion  exchange,  and  have  been  modified 
significantly  from  the  requirements  In 
the  Interim  regulations  to  coincide  with 
the  segregation  provisions  for  transac¬ 
tions  on  domestic  commodity  option  ex¬ 
changes. 

Because  of  the  strict  control  which  the 
Commission  wishes  to  have  exercised 
over  option  customers’  funds,  the  Com¬ 
mission’s  proposals  do  not  permit  custo¬ 
mer  funds  used  for,  or  resulting  from, 
option  transactions  on  domestic  com¬ 
modity  option  exchanges  to  be  com¬ 
mingled  with  customer  funds  used  for,  or 
resulting  from,  option  transactions  on 
foreign  commodity  option  exchanges. 
The  Commission  seeks  specific  comment 
on  this  proposal 

Promotional  Material 

To  aid  It  in  its  efforts  to  detect  abuses 
In  the  solicitation  of  commodity  option 
transactions,  the  Commission  proposes 
to  retain  in  proposed  §  32.18  the  require¬ 
ments  of  existing  |  32.7(a)  that  each 
person  required  to  register  as  a  futures 
commission  merchant  under  the  Act  re¬ 
tain  and  make  available  for  inspection 
upon  request  of  an  authorized  Commis¬ 
sion  representative  for  five  years  all  pro¬ 
motional  material  used  by  it  in  its  com¬ 
modity  option  activities. 

Record  Keeping  Requirements 

Paragraphs  (a)-(l)  of  proposed  §  32.- 
19  have  been  reserved  with  the  inten¬ 
tion  of  incorporating  and  applying  the 
record  keeping  requirements  for  futures 
transactions  contained  in  Commission 
regulation  17  CFR  §f  1.31  and  1.33-1.40 
to  option  transactions  on  domestic  com¬ 
modity  option  exchanges.  Comments  on 
this  proposal  are  requested. 

With  respect  to  transactions  on  for¬ 
eign  commodity  option  exchanges,  pro¬ 
posed  §§  32.19i  j '  (1),  (2)  and  (5)  incor¬ 
porate  the  books  and  record  keeping  pro¬ 
visions  of  existing  §§  32.7  (a) ,  (b)  and  (e) 
without  substantive  change  except  for 
the  deletion  of  the  requirment  regarding 
promotional  material  covered  by  pro¬ 
posed  §32.18.  Proposed  §§  32.19(j)  (3) 
and  (4)  modify  the  record  keeping  re¬ 
quirements  currently  contained  in 
§§  32.7  (c)  and  (d)  of  the  interim  regu¬ 
lations  to  apply  only  to  persons  required 
to  register  as  futures  commission  mer¬ 
chants  under  the  Act.  The  existing  re¬ 
quirements  also  impose  these  require¬ 


ments  on  persons  required  to  register  as 
associated  persons.  The  Commission  is 
proposing  the  modifications  to  reduce 
the  potential  for  fragmentation,  mishan¬ 
dling  or  loss  of  records  which  might  re¬ 
sult  from  the  division  of  responsibility 
regarding  record  keeping  requirements. 

Reporting,  Informational  and 
Trading  Requirements 

Sections  32.20-32.27  of  the  proposed 
rules  have  been  reserved  with  the  inten¬ 
tion  of  applying  the  regulatory  standards 
for  futures  transaction  contained  in 
Commission  regulations  17  CFR  §§  1.46 
(Applications  and  Closing  Out  of  Offset¬ 
ting  Long  and  Short  Positions),  1.50 
(Filing  of  Information  by  Contract  Mar¬ 
kets),  17.00  through  17.03  (Reports  by 
Futures  Commission  Merchants),  18.00 
through  18.07  (Reports  by  Traders), 
20.00  (Reports  by  Members  of  Contract 
Markets),  and  21.00  through  21.02  (Spe¬ 
cial  Calls  for  Information)  to  option 
transactions  on  domestic  commodity  op¬ 
tion  exchanges  and  17  CFR  §§  16.00-16.03 
(Reports  by  Contract  Markets)  to  com¬ 
modity  option  transactions  on  both 
domestic  and  foreign  commodity  option 
exchanges.  The  Commission  believes  that 
the  information  that  it  will  obtain  by 
applying  these  rules  to  option  markets 
can  be  of  substantial  value  to  it  in  mak¬ 
ing  its  final  decisions  concerning  option 
trading.  The  Commission  requests  spe¬ 
cific  comments  on  these  proposals. 

The  Commission  also  believes  that  the 
trading  standards  estblished  in  §§  155.1— 
155.3  and  155.10  “  may  be  necessary  for 
a  strictly  controlled  test  program  on 
domestic  commodity  option  exchanges. 
The  Commission  requests  comments  on 
the  application' of  the  regulatory  stand¬ 
ards  contained  in  those  sections  to  op¬ 
tion  trading  on  domestic  commodity  op¬ 
tion  exchanges. 

Unlawful  Activities 

Proposed  §§  32.28(a)-(c)  redesignate 
§§  32.8(a) -(c)  of  the  interim  regulations 
without  change.  Proposed  §§  32.28(d) 
makes  it  unlawful  for  any  person  to  ma¬ 
nipulate  or  attempt  to  manipulate  the 
market  price  of  any  commodity  option 
on  or  subject  to  the  rules  of  any  domes¬ 
tic  commodity  option  exchange.  A  pro¬ 
vision  is  included,  however,  indicating 
that  any  action  taken  by  such  an  ex¬ 
change  pursuant  to  a  rule  approved  by 
the  Commission  or  in  emergency  situa¬ 
tions  permitted  by  proposed  §  32.15  shall 
not  be  a  manpulation  for  purposes  of  this 
section.  The  Commission  believes  this 
section  to  be  essential  for  the  protection 
of  option  customers  and  the  maintenance 
of  orderly  and  reliable  domestic  option 
markets.  Proposed  §  32.28(e),  makes  un¬ 
lawful  in  the  United  States  any  com¬ 
modity  option  transaction  of  the  charac¬ 
ter  of  or  commonly  known  as,  as  “wash 
sale”,  “cross  trade”,  “accommodation 
trade"  or  a  “fictitious  sale”.  The  Commis¬ 
sion  believes  that  sections  4c(a)  (A)  and 
(B)  of  the  Act,  by  their  express  terms, 
make  option  transactions  of  tills  type  un¬ 
lawful.  This  provision  has  been  included 
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as  part  of  the  proposed  rules  to  clarify 
the  Commission’s  position  on  the  types 
of  transactions  described  and  to  incor¬ 
porate  all  rules  affecting  commodity  op¬ 
tion  transactions  in  one  place  in  the 
Code  of  Federal  Regulations. 

Antifraud 

Proposed  §  32.29  incorporates  the 
Commission’s  existing  antifraud  rule 
governing  commodity  option  transac¬ 
tions  without  change. 

Option  Transactions  Entered  Into 
Prior  to  the  Effective  Date  of  This 
Part;  Certain  Subsequent  Transac¬ 
tions 

Proposed  §  32.30  makes  clear  that  the 
proposed  rules  have  only  prospective  ef¬ 
fect  and  that  the  current  interim  regu¬ 
lations  will  apply  to  all  option  transac¬ 
tions  entered  into  while  they  were  in 
effect.  The  Commission  wishes  to  point 
out,  however,  as  it  did  when  it  adopted 
its  interim  options  rules,  that  fraudulent 
activity  occurring  after  the  effective  date 
of  the  proposed  rules,  in  connection  with 
a  commodity  option  transaction  lawfully 
entered  into  prior  to  the  effective  date, 
is  unlawful. 

Amendment  to  §  1.3 

The  proposed  rules  amend  regulation 
§§  1.3  <d)  and  (n)  to  include,  respec¬ 
tively,  in  the  definition  of  “clearing  or¬ 
ganization”,  the  clearing  organization  of 
a  domestic  commodity  option  exchange 
and,  in  the  definition  of  “floor  broker”, 
a  floor  broker  trading  on  a  domestic 
commodity  option  exchange. 

Repeal  of  §  1.19 

The  proposed  regulations  would  repeal 
Commission  regulation  §  1.19,  which 
currently  precludes  a  futures  commis¬ 
sion  merchant  from  issuing  or  otherwise 
assuming  financial  responsibility  for  the 
fulfillment  of  a  commodity  option  trans¬ 
action.  In  view  of  the  various  customer 
protections  which  the  Commission  pro¬ 
poses  in  the  pilot  program,  the  Com¬ 
mission  see  no  reason  to  continue  this 
prohibition  so  long  as  persons  registered 
as  futures  commission  merchants  meet 
strict  financial  requirements  designed  to 
prevent  their  insolvency.  As  indicated 
above,  the  Commission  intends  to  amend 
its  financial  rules  for  futures  commission 
merchants  under  i  1.17  to  revise  those 
requirements  in  time  to  accompany  the 
repeal  of  §  1.19. 

*  •  *  •  • 

In  consideration  of  the  foregoing,  the 
Commission,  pursuant  to  its  authority 
contained  in  sections  2(a)(1),  4(ca),  4c 

(b)  and  8a  of  the  Act,  7  U.S.C.  2,  6c(a), 
6c(b)  and  12a  (Supp.  V,  1975),  hereby 
proposes  to  amend  Chapter  1  of  Title  17 
of  the  Code  of  Federal  Regulations  by 
amending  SS  1.3(d)  and  1.3(n),  by  re¬ 
voking  S  1.19  and  amending  Part  32  as 
f  ollows : 

PART  I — GENERAL  REGULATIONS  UNDER 
THE  COMMODITY  EXCHANGE  ACT 

1.  Section  1.3  (d)  and  (n)  are  amended 
to  read  as  follows: 


§  1.3  Definition!*. 

#  *  •  *  • 

(d)  Clearing  organization.  This  term 
means  the  person  or  organization  which 
acts  as  a  medium  for  clearing  transac¬ 
tions  in  commodities  for  future  delivery 
and/or  transactions  in  commodity  op¬ 
tions,  or  for  effecting  settlements  of  con¬ 
tracts  for  future  delivery  and/or  com¬ 
modity  option  contracts,  for  and  between 
members  of  any  board  of  trade. 

*  *  •  *  • 

(n)  Floor  broker.  This  term  means 
any  person  who,  in  or  surrounding  any 
pit,  ring,  post  or  other  place  provided  by 
a  contract  market  for  the  meeting  of 
persons  similarly  engaged,  shall  pur¬ 
chase  or  sell  for  any  other  person  any 
commodity  for  future  delivery  on  or 
subject  to  the  rules  of  any  contract 
market  and  shall  Include  any  person 
required  to  register  as  a  floor  broker 
under  the  Act  by  virtue  of  Part  32  of  this 
Chapter. 

§1.19  [Revoked] 

2.  Section  1.19  is  hereby  revoked. 

*  •  •  •  • 


PART  32— REGULATION  OF 
COMMODITY  OPTION  TRANSACTIONS 

1.  Part  32  is  amended  to  read  as 
follows : 

Sec. 

32.1  Definitions. 

32.2  Prohibited  Transactions. 

32.3  Unlawful  commodity  option  transac¬ 

tions. 

32.4  Exemptions. 

32.5  Licensing  of  domestic  commodity 

option  exchanges. 

32.6  Requirements  Imposed  on  domestic 

commodity  option  exchanges. 

32.7  Recognition  of  foreign  commodity 

exchanges. 

32.8  Obligations  of  foreign  commodity 

option  exchanges. 

32.9  Application  for  licensing  of  domestic 

commodity  option  exchanges  and 
recognition  of  foreign  commodity 
option  exchanges. 

32.10  Vacation  of  license  as  a  domestic 

commodity  option  exchange,  with¬ 
drawal  of  recognition  as  a  foreign 
commodity  option  exchange. 

32.11  Suspension  or  revocation  of  license 

as  a  domestic  commodity  option  ex¬ 
change. 

82.12  Suspension  or  withdrawal  of  recogni¬ 

tion  of  foreign  commodity  option 
exchange. 

32.13  Orders  prohibiting  trading  in  com¬ 

modity  options. 

32.14  Supplementing  domestic  commodity 

option  exchange  rules. 

32.15  Emergency  actions. 

32.16  Disclosure. 

32.17-  Segregation. 

32.18  Promotional  material. 

32.19  Record  keeping  requirements. 

32.20  Application  and  closing  out  of  off¬ 

setting  long  and  short  positions. 

82.21  Filing  of  information  by  domestic 

commodity  option  exchanges. 

32.22  Reports  by  domestic  and  foreign 

commodity  option  exchangee. 

32.33  Reports  by  futures  commission  mer¬ 
chants. 

32.24  Reports  by  traders. 

32.25  Reports  by  members  of  domes  tl'' 

commodity  option  exchangee 


Sec. 

32.26  Special  calls  for  information. 

32.27  Trading  requirements. 

32.28  Unlawful  activities. 

32.29  Fraud  in  connection  with  commodity 

option  transactions. 

32  30  Option  transactions  entered  Into 
prior  to  the  effective  date  of  this 
Part;  certain  subsequent  transac¬ 
tions. 

Authority:  Secs.  2(a)(1),  4c<a),  4c(b), 
8a,  Commodity  Exchange  Act  (7  U.S.C.  2. 
6c(a),  6c(b)  and  12a  (Supp.  V,  1975) ). 

§  32.1  Definitions. 

As  used  in  this  part — 

(a)  “Commodity  option  transaction” 
and  “commodity  option”  each  means 
any  transaction  or  agreement  in  inter¬ 
state  commerce  which  is  or  is  held  out 
to  be  of  the  character  of,  or  is  commonly 
known  to  the  trade  as,  an  “option”, 
“privilege”,  "indemnity”,  “bid”,  “offer”, 
“call”,  “put”,  “advance  guaranty",  or 
“decline  guaranty”  involving  any  com¬ 
modity  regulated  under  the  Act  other 
than  wheat,  cotton,  rice,  corn,  oats, 
barley,  rye,  flaxseed,  grain  sorghums, 
mill  feeds,  butter,  eggs,  onions,  Solanum 
tuberosum  (Irish  potatoes),  wool,  wool 
tops,  fats  and  oils  (including  lard,  tal¬ 
low,  cottonseed  oil,  peanut  oil,  soybean 
oil  and  all  other  fats  and  oils),  cotton¬ 
seed  meal,  cottonseed,  peanuts,  soy¬ 
beans.  soybean  meal,  livestock,  livestock 
products  and  frozen  concentrated 
orange  juice; 

(b)  “United  States”  means  the  juris¬ 
dictional  entities  comprising  the  United 
States  of  America,  including  its  states, 
territories,  possessions  and  the  District 
of  Columbia; 

(c)  “Interstate  commerce”  shall  be 
construed  and  have  the  same  meaning 
as  set  forth  in  Sections  2(a)  and  2<b) 
of  the  Act; 

(d)  “Option  customer”  means  any 
person  who,  directly  or  indirectily,  pur¬ 
chases  or  grants,  or  otherwise  acquires 
or  disposes  of  any  interest  in  a  com¬ 
modity  option  for  value,  but  shall  not 
Include  (1)  for  purposes  of  S§  32.16 
through  32.19,  the  owner  or  holder  of  a 
proprietary  option  account  to  the  ex¬ 
tent  of  such  ownership  or  holdings  or 
(2)  except  for  purposes  of  SS  32.5,  32.7 
and  32.17,  a  person  required  to  register 
as  a  futures  commission  merchant  un¬ 
der  the  Act; 

(e)  “Purchase  price”  means  the  total 
actual  cost  paid  or  to  be  paid,  directly 
or  indirectly,  by  a  person  for  entering 
into  a  commodity  option  transaction, 
by  whatever  named  called; 

(f)  “Premium”  means  the  money, 
securities  or  property  paid  or  to  be 
paid  to  a  person  for  granting  a  com¬ 
modity  option; 

(g)  "Striking  price”  means  the  total 
price  at  which  a  person  may  purchase 
or  sell  the  commodity  or  the  contract 
of  sale  of  a  commodity  for  future  de¬ 
livery  which  is.  the  subject  of  a  com¬ 
modity  option; 

(h)  "Domestic  commodity  option  ex¬ 
change”  means  any  board  of  trade  lo¬ 
cated  in  the  United  States  licensed  by 
the  Commission  as  such  In  accordance 
with  the  provisions  of  §  32.5; 
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(1)  “Foreign  commodity  option  ex¬ 
change”  means  any  board  of  trade  lo¬ 
cated  outside  the  United  States  and  in 
existence  on  September  1,  1976,  on  or 
through  which  commodity  option  trans¬ 
actions  are  effected  and  which  is  recog¬ 
nized  by  the  Commission  as  such  in  ac¬ 
cordance  with  the  provisions  of  i  32.7; 

(j)  “Promotional  material”  includes 
(1)  any  text  of  a  standard  oral  presen¬ 
tation,  or  any  communication  for  pub¬ 
lication  in  any  newspaper,  magazine  or 
similar  medium  or  for  broadcast  over 
television,  radio,  or  other  electronic 
medium  which  is  disseminated  or  di¬ 
rected  to  an  option  customer  or  prospec¬ 
tive  option  customer  concerning  a  com¬ 
modity  option  transaction,  (2)  any 
standardized  form  of  report,  letter,  cir¬ 
cular,  memorandum,  or  publication 
which  is  disseminated  or  directed  to  an 
option  customer  or  prospective  option 
customer,  and  (3)  any  other  written  lit¬ 
erature  or  advice  disseminated  or  di¬ 
rected  to  an  option  customer  or  pro¬ 
spective  option  customer  for  the  pur¬ 
pose  of  soliciting  entry  into  an  option 
transaction; 

(k)  "Proprietary  option  account” 
means  a  commodity  options  trading  ac¬ 
count  carried  on  the  books  of  an  in¬ 
dividual  or  other  person  required  to 
register  as  a  futures  commission  mer¬ 
chant  in  accordance  with  this  Part  for. 
or  which  is  partially  or  Jointly  owned 
by,  one  of  the  presons  listed  in  8  f  1.3  (y) 

(l)-(vlii)  of  this  chapter. 

§  32.2  Prohibited  transactions. 

No  person  may  offer  to  enter  into, 
enterinto,  confirm  the  execution  of,  or 
maintain  a  position  in,  any  transaction 
in  Interstate  commerce  involving — 

(a)  Wheat,  cotton,  rice,  com,  oats, 
barley,  rye,  flaxseed,  grain  sorghums, 
mill  feeds,  butter,  eggs,  onions.  Solan um 
tuberosum  (Irish  potatoes),  wool,  wool 
tops,  fats  and  oils  (including  lard,  tal¬ 
low,  cottonseed  oil,  peanut  oil,  soy¬ 
bean  oil  and  all  other  fats  and  oils), 
cottonseed  meal,  cottonseed,  peanuts, 
soybeans,  soybean  meal,  livestock,  live¬ 
stock  products,  and  frozen  concentrated 
orange  Juice,  or 

(b)  Any  contract  of  sale  of  any  com¬ 
modity  for  future  delivery  traded  on  or 
subject  to  the  rules  of  any  contract  mar¬ 
ket  or  involving  the  prices  of  such  con¬ 
tracts,  except  under  the  terms  and  con¬ 
ditions  prescribed  in  this  Part;  if  the 
transaction  is  or  is  held  out  to  be  of  the 
character  of,  or  is  commonly  known  to 
the  trade  as,  an  “option,"  “privilege," 
“indemnity,”  "bid,”  “offer,”  "put,"  “call," 
“advance  guaranty,"  or  “decline 
guaranty.” 

§  32.3  Unlawful  commodity  option 
transactions. 

(a)  It  shall  be  unlawful  for  any  person 
to  offer  to  enter  into,  enter  into,  confirm 
the  execution  of,  or  maintain  a  position 
In,  any  commodity  option  transaction 
that— 

(l)  Is  not  traded  on  or  subject  to  the 
rules  of  a  domestic  commodity  option  ex¬ 
change  and  by  or  through  a  member 
thereof,  or 


(2)  Is  not  traded  on  or  subject  to  the 
rules  of  a  foreign  commodity  option  ex¬ 
change  and  by  or  through  a  member 
thereof  located  in  the  United  States. 

(b)  It  shall  be  unlawful  for  any  person 
to  accept  any  money,  securities,  or  prop¬ 
erty  t  or  to  extend  credit  in  lieu  thereof ) 
from  an  option  customer  as  payment  of 
the  purchase  price  in  connection  with  a 
commodity  option  transaction  or  to 
guarantee  or  secure  performance  of  a 
commodity  option  unless  such  person  is 
registered  as  a  futures  commission  mer¬ 
chant  under  the  Act  and  such  registra¬ 
tion  shall  not  have  expired,  been  sus¬ 
pended  (and  the  period  of  suspension  has 
not  expired)  or  revoked. 

(c)  It  shall  be  unlawful  for — 

(1)  Any  person  to  solicit  or  accept 
orders  (other  than  in  a  clerical  capac¬ 
ity)  for  the  purchase  or  sale  of  any  com¬ 
modity  option,  or  to  supervise  any  person 
or  persons  so  engaged,  unless  such  per¬ 
son  is — 

(1)  Registered  as  a  futures  commission 
merchant  under  the  Act,  or 

(ii)  If  such  person  is  an  individual, 
registered  as  an  associated  person  of  a 
specified  person  registered  as  a  futures 
commission  merchant  under  the  Act; 

and  such  registration  shall  not  have  ex¬ 
pired,  been  suspended  (and  the  period  of 
suspension  has  not  expired)  or  revoked; 

(2)  Any  person  required  to  be  reg¬ 
istered  as  a  futures  commission  merchant 
under  the  Act  to  permit  an  individual  to 
become  or  remain  associated  with  such 
person  as  a  partner,  officer  or  employee 
(or  in  any  status  or  position  involving 
similar  functions)  in  any  capacity  in¬ 
volving  such  solicitation,  acceptance  or 
supervision  if  such  person  knew  or 
should  have  known  that  such  individual 
was  not  registered  as  required  by  this 
Part  or  that  such  registration  has  ex¬ 
pired,  been  suspended  (and  the  period 
of  suspension  has  not  expired)  or 
revoked. 

(d)  It  shall  be  unlawful  for  any  per¬ 
son  in  or  surrounding  any  “pit,"  "ring," 
“post,”  or  other  place  provided  by  a  do¬ 
mestic  commodity  option  exchange  for 
the  purchase  or  sale  of  commodity  op¬ 
tions,  or  through  the  use  of  any  com¬ 
puterized  trading  system  provided  by  a 
domestic  commodity  option  exchange,  to 
purchase  or  sell  for  any  other  person  any 
commodity  option  on  or  subject  to  the 
rules  of  such  exchange,  unless  such  per¬ 
son  is  registered  as  a  floor  broker  under 
the  Act  and  such  registration  shall  not 
have  expired,  been  suspended  (and  the 
period  of  suspension  has  not  expired) 
or  revoked. 

(e)  A  person  required  to  register  as  a 
futures  commission  merchant,  as  a  floor 
broker,  or  as  an  associated  person  in  ac¬ 
cordance  with  this  Part  which  furnishes 
the  services  specified  in  that  portion  of 
Section  2(a)(1)  of  the  Act  defining  the 
term  “commodity  trading  advisor”  shall 
not  be  included  in  the  term  commodity 
trading  advisor  if : 

(1)  At  the  time  such  services  are  furn¬ 
ished,  such  person  is  registered  as  a  fu¬ 
tures  commission  merchant,  as  a  floor 
broker,  or  as  an  associated  person  under 
the  Act,  and  such  registration  shall  not 


have  expired,  been  suspended  (and  the 
period  of  suspension  has  not  expired)  or 
revoked;  and 

(2)  The  furnishing  of  such  services  is 
solely  incidental  to  the  conduct  of  such 
person’s  activities  relating  to  commodity 
option  transactions. 

(f)  A  person  already  registered  as  a 
futures  commission  merchant  under  the 
Act,  need  not  reregister  as  such  in  order 
to  comply  with  this  Part,  but  shall  im¬ 
mediately  notify  the  Commission  in 
writing,  specifying  the  date  such  person 
commenced  or  intends  to  commence  en¬ 
gaging  in  activities  otherwise  requiring 
registration  under  this  section. 

(g)  A  person  already  registered  as  an 
associated  person  or  as  a  flow  broker 
under  the  Act,  who  is  required  to  regis¬ 
ter  as  an  associated  person  by  virtue  of 
this  Part,  need  not  register  as  such  in 
order  to  comply  with  this  Part,  but  the 
person  registered  as  a  futures  commis¬ 
sion  merchant  under  the  Act  employing 
such  person  shall  Immediately  notify  the 
Commission  in  writing,  specifying  the 
date  such  person  commenced  or  intends 
to  commence  engaging  in  activities 
otherwise  requiring  registration  under 
this  Part. 

(h)  A  person  already  registered  as  a 
floor  broker  under  the  Act.  need  not  re¬ 
register  as  such  in  order  to  comply  with 
this  Part,  but  shall  Immediately  notify 
the  Commission  in  writing,  specifying 
the  date  such  person  commenced  or  in¬ 
tends  to  commence  engaging  in  activities 
otherwise  requiring  registration  under 
this  Part;  Provided,  however,  if  such  per¬ 
son  is  employed  by  a  person  registered  as 
a  futures  commission  merchant  under 
the  Act,  such  futures  commission  mer¬ 
chant  shall  provide  the  information. 

§  32.4  Exemptions. 

(a)  Except  for  the„ provisions  of  §5  32. 
2(a),  32.2(b)  and  the  provisions  of  this 
Part  applicable  to  transactions  referred 
to  therein,  32.13,  32.19,  32.22,  32.28  and 
32.29,  the  provisions  of  this  Part  shall  not 
apply  to  a  commodity  option  which  is 
Issued  by  a  person  and  offered  to  and 
purchased  by  a  person  each  of  which  has 
a  reasonable  basis  to  believe  that  the 
other  is  a  producer,  processor,  or  com¬ 
mercial  user  of.  or  a  merchant  handling, 
the  commodity  which  is  the  subject  of 
the  commodity  option  transaction,  or  the 
products,  by-products  or  source  com¬ 
modity  thereof,  and  enters  into  the  com¬ 
modity  option  transaction  solely  for  pur¬ 
poses  related  to  its  business  as  such. 

(b)  The  Commission  may,  in  its  dis¬ 
cretion,  by  order,  upon  written  request 
or  upon  its  own  motion,  exempt  any 
other  person,  either  unconditionally  or 
on  a  temporary  or  other  conditional 
basis,  from  any  provisions  of  this  Part, 
other  than  8S  32.2(a) ,  32.28  or  32.29,  if  it 
finds  that  it  would  not  be  contrary  to  the 
public  interest  to  grant  such  exemption. 

§  32.3  Licensing  of  domestic  commodity 
option  exchanges. 

The  Commission  may  license  any 
board  of  trade  located  in  the  United 
States  as  a  domestic  commodity  option 
exchange  when  the  Commission  deter  - 
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mines  that  trading  in  the  commodity  op¬ 
tions  for  which  the  license  is  sought  will 
not  be  contrary  to  the  public  interest  and 
the  following  conditions  and  require¬ 
ments  are  satisfied : 

(a)  Such  board  of  trade — 

(1)  Applies  for  a  license  for  trading 
“call”  options  which:  (i)  Involve  con¬ 
tracts  of  sale  for  future  delivery  of  a 
commodity;  (li)  Are  not  capable  of  being 
conveyed  other  than  on  or  subject  to  the 
rules  of  the  board  of  trade;  and  (ill)  Do 
not  provide  for  payment  of  less  than  the 
full  amount  of  the  premium  at  the  time 
the  option  1s  purchased; 

(2)  Is  designated  as  a  contract  market 
for  the  commodity  underlying  the  con¬ 
tract  of  sale  for  future  delivery  for  which 
the  license  is  sought; 

(3)  Submits,  if  so  requested  by  the 
Commission,  the  information  called  for 
by  regulation  $  1.50  of  this  chapter  (re¬ 
lating  to  continued  compliance  with  the 
conditions  and  requirements  for  des¬ 
ignation  as  a  contract  market)  for  the 
specified  futures  contract  underlying 
the  option  for  which  the  license  is  sought 
and  the  Commission  finds  the  applicant 
to  be  in  continued  compliance  with  the 
requirements  for  designation  as  a  con¬ 
tract  market  for  such  commodity;  and 

(4)  Demonstrates  that:  (i)  The  op¬ 
tions  for  which  the  license  is  sought  can 
reasonably  be  expected  to  be  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes,  by  producers, 
processors,  merchants  or  consumers  en¬ 
gaged  in  handling  or  utilizing  the  com¬ 
modity  (including  the  products,  by¬ 
products  or  source  commodity  thereof) 
underlying  the  contract  of  sale  for  future 
delivery  in  interstate  commerce, 

(ii)  The  volume  of  trading  in  the  con¬ 
tract  for  future  delivery  for  which  the 
option  license  is  sought  has  averaged 
at  least  1000  contracts  per  week  for  the 
12  months  preceding  the  date  of  appli¬ 
cation  for  license, 

(ill)  With  respect  to  the  commodity 
underlying  the  contract  of  sale  for  future 
delivery  for  which  the  license  is  sought 
there  is — (A)  A  readily  available  deliver¬ 
able  supply;  (B)  Accurate  available  sta¬ 
tistics  concerning  deliverable  supply; 
(C)  An  efficient  functioning  delivery  sys¬ 
tem;  and  (D)  A  reliable  mechanism 
available  to  the  public  for  determining 
cash  prices  of  such  commodity  (cash 
price  series) — to  support  trading  in  both 
commodity  options  and  contracts  for 
future  delivery  in  that  commodity,  and 

(iv)  It  is  reasonable  to  anticipate  that 
trading  in  the  option  for  which  the 
license  is  sought  will  provide  the  Com¬ 
mission  with  data  as  to  the  type  of  mar¬ 
ket  participants  and  the  uses  to  which 
options  are  put  which  will  be  useful 
in  evaluating  option  trading  in  other 
commodities. 

(b)  The  governing  board  of  such  board 
of  trade  provides  for  making  effective 
the  final  orders  entered  pursuant  to  the 
provisions  of  §  32.13,  and  for  compliance 
in  all  other  respects  with  the  require¬ 
ments  applicable  to  such  board  of  trade 
under  this  Part 

<c)  Such  board  of  trade  provides  ap¬ 
propriate  safeguards  to  protect  its  fu¬ 


tures  markets  from  its  commodity  option 

markets  so  as  to  avoid  congestion,  po¬ 
tential  manipulation,  tape  racing,  cor¬ 
ners,  squeezes,  and  similar  occurrences 
in  such  markets. 

(d)  Such  board  of  trade  furnishes  the 
Commission  with  copies  of  all  by-laws, 
rules,  regulations,  and  resolutions  made 
or  issued  by  it  or  by  its  governing  board, 
and  any  committee  or  clearing  organiza¬ 
tion  thereof,  relating  to  commodity  op¬ 
tion  transactions. 

(e)  The  Commission  approves  the 
terms  and  conditions  of  the  option  con¬ 
tract  for  which  the  license  is  sought.  In 
determining  whether  to  approve  con¬ 
tract  terms  and  conditions,  the  Commis¬ 
sion  shall  take  into  account  the  justifica¬ 
tion  submitted  for  such  factors  as: 

(1)  Whether  contract  terms  and  con¬ 
ditions  reflect  normal  commercial  prac¬ 
tice; 

(2)  The  expiration  date  of  the  com¬ 
modity  option  relative  to  the  delivery 
period  on  the  contract  of  sale  for  future 
delivery  underlying  the  commodity  op¬ 
tion; 

(3)  The  conditions  precedent  to  the 
exercise  of  the  commodity  option  and  the 
method  by  which  the  option  may  be 
exercised; 

(4)  The  cover  and  initial  margin  and 
variation  margin  requirements  for  op¬ 
tion  issuers; 

(5)  The  nature  of  the  clearing  mech¬ 
anism  to  be  utilized  for  the  commodity 
option,  and  the  differences,  if  any,  be¬ 
tween  that  clearing  mechanism  and  that 
utilized  for  the  contract  of  sale  for  future 
delivery  underlying  the  option; 

(6)  Specific  notice  periods  Including 
the  periods  from  the  date  notice  of  in¬ 
tent  to  exercise  an  option  is  given  until 
exercise  is  accomplished; 

(7)  The  default  provisions  or  pro¬ 
cedures  contained  in  the  option  contract, 
ii  any;  and 

(8)  Permitted  deviations  from  or  sub¬ 
stitutions  for  compliance  with  the  terms 
and  conditions  set  forth  in  paragraphs 
(e)  (1)  through  (7)  of  this  section. 

(f)  Such  board  of  trade  submits  for 
the  Commission’s  review  a  standardized 
disclosure  statement  conforming  to  the 
requirements  of  §  32.16  with  respect  to 
the  option  for  which  the  license  is  sought. 

(g)  The  Commission  is  satisfied  that 
such  board  of  trade  maintains  an  ade¬ 
quate  affirmative  action  program  to  se¬ 
cure  compliance  with  the  provisions  of 
this  Part  and  with  all  of  the  bylaws, 
rules,  regulations  and  resolutions  which 
the  board  of  trade  is  required  by  this 
Part  to  enforce.  Such  program  shall  in¬ 
clude  at  a  minimum: 

(1)  A  suitable  staff  consisting  of  full 
time  paid  employees,  or  persons  hired  on 
a  contract  basis,  to  be  responsible  for  the 
implementation  and  operation  of  a  rule 
enforcement  program  with  a  sufficient 
degree  of  control  over  such  persons  to 
maintain  an  effective,  continuing  action 
program  with  no  conflict  of  interest  on 
the  part  of  such  persons; 

(2)  Surveillance  of  futures  and  op¬ 
tions  market  activity  for  indications  of 
possible  congestion  or  other  market  situ¬ 
ations  conducive  to  possible  price  dis¬ 
tortions,  Including  monitoring  of 


(i)  Price  movements  and  changes  in 
price  relationships  among  the  cash, 
futures  and  options  markets, 

(ii)  Open  interest  and  changes  in  open 
interest, 

(iii)  Concentrations  of  positions 
among  clearing  members, 

(iv)  Volume  of  trading  and  changes 
therein, 

(v)  Deliveries  and  the  functioning  of 
the  delivery  system,  and 

( vi )  Market  news ; 

(3)  Surveillance  of  trading  practices 
on  the  floor  of  such  board  of  trade; 

(4)  Examination  of  the  books  and 
records  kept  by  members  of  such  board 
of  trade  relating  to  their  business  in 
commodity  options  on  such  board  of 
trade; 

(5)  Investigation  of  complaints  re¬ 
ceived  from  option  customers  concerning 
their  accounts  or  orders,  including,  when 
appropriate,  examination  of  records  and 
documents,  interviewing  members  and 
their  employees  and  agents  and  making 
whatever  other  Inquiries  are  necessary; 

(6)  Investigation  of  alleged  or  ap¬ 
parent  violations  of  the  bylaws,  rules, 
regulations  and  resolutions  of  such  board 
of  trade; 

(7)  A  prompt  and  effective  disciplinary 
procedure  for  any  violations  of  the  by¬ 
laws,  rules,  regulations  and  resolutions 
of  such  board  of  trade  found  to  have  been 
committed  and/or  taking  prompt,  effec¬ 
tive  action  to  prevent  or  eliminate  mar¬ 
ket  disruption  which  shall  provide  that: 

(i)  The  findings  are  supported  by  the 
evidence, 

(ii)  The  action  is  taken  with  reason¬ 
able  dispatch,  and 

(ill)  In  cases  where  penalties  are  war¬ 
ranted,  the  sanctions  are  sufficient  to 
deter  future  violations  and  are  suffi¬ 
ciently  publicized; 

(8)  Such  other  surveillance,  record 
examination  and  Investigation  as  Is 
necessary  to  enforce  the  bylaws,  rules, 
regulations  and  resolutions  of  such  board 
of  trade;  and 

(9)  The  keeping  of  full,  complete  and 
systematic  records  stating  the  actions 
taken  under  the  program. 

(h)  Such  board  of  trade  provides  for 
the  general  quotation  and  dissemination 
of  bids  and  offers  and  volume  and  last 
sale  price  information  on  a  timely  basis 
with  respect  to  the  commodity  option 
contracts  for  which  licensing  is  sought 
and  with  respect  to  the  underlying 
futures  contracts. 

(i)  Such  board  of  trade  demonstrates 
that  clearance  and  processing  of  option 
transactions  on  or  subject  to  the  rules 
of  the  board  of  trade  will  not  adversely 
affect  the  capability  of  the  board  of  trade 
and  its  members  to  clear  and  process 
transactions  for  future  delivery  on  the 
board  of  trade. 

(J)  Such  board  of  trade  undertakes  to 
comply,  on  a  continuing  basis,  with  all 
the  requirements  of  this  section  and  of 
I  32.6  of  this  Part. 

§  32.6  Requirements  imposed  on  domes¬ 
tic  commodity  option  exchanges. 

Each  domestic  commodity  option  ex¬ 
change  shall — 
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•  a)  Submit  to  the  Commission  for  its 
approval,  in  the  same  manner  as  pro¬ 
vided  in  i  1.41  of  this  chapter  (relating 
to  the  submission  of  rules  of  a  contract 
market),  copies  of  all  proposed  bylaws, 
rules,  regulations  or  resolutions  relating 
to  commodity  option  transactions  made 
or  Issued  rules,  regulations  or  resolutions 
not  less  than  thirty  days  prior  to  the 
proposed  effective  date  thereof  or  within 
such  shorter  period  of  time  as  the  Com¬ 
mission  shall  permit.  No  such  bylaw, 
rules,  regulation  or  resolution,  or  pro¬ 
posed  change  therein,  shall  become  ef¬ 
fective  unless  approved  by  the  Commis¬ 
sion.  The  Commission  shall  approve  the 
bylaw,  rule,  regulation,  resolution,  or 
proposed  change  therein,  unless  the 
Commission  determines  that  it  lain  vio¬ 
lation  of  the  provisions  of  the  Act  or  the 
regulations  thereunder,  is  not  in  accord¬ 
ance  with  just  and  equitable  principles 
of  trade,  or  is  otherwise  Inconsistent  with 
the  interests  of  option  customers  in  the 
United  States,  or  contrary  to  the  public 
interest  in  which  case  the  Commission 
shall  disapprove,  after  appropriate  no¬ 
tice  and  opportunity  for  hearing,  the 
bylaw,  rule,  regulation,  resolution  or  pro¬ 
posed  change  therein.  Such  approval 
shall  be  made  within  thirty  days  after 
the  receipt  of  the  rule,  unless  the  Com¬ 
mission  notifies  the  domestic  commod¬ 
ity  option  change  of  the  Commission’s 
inability  to  make  a  determination  within 
such  period  of  time.  In  the  event  the 
Commission  disapproves  a  bylaw,  rule, 
regulation  or  resolution,  or  proposed 
change  therein,  within  thirty  days,  it 
shall  not  become  effective,  except  upon 
such  conditions  as  the  Commission  may 
prescribe.  In  submitting  proposed  bylaws, 
rules,  regulations  or  resolutions,  or  pro¬ 
posed  changes  therein  to  the  Commis¬ 
sion,  a  domestic  commodity  option 
exchange  may  place  into  effect  an  oper¬ 
ational  or  administrative  rule  or  a  tem¬ 
porary  emergency  rule  or  may  take 
action  to  deal  with  a  physical  emergency 
in  the  same  manner  and  subject  to  the 
same  terms  and  conditions  as  provided 
in  8  1.41  of  this  chapter. 

(b)  Keep  all  books,  records,  minutes 
and  journals  of  proceedings  of  such  do¬ 
mestic  commodity  option  exchange,  and 
its  governing  board,  and  any  committee 
or  clearing  organization  thereof  in  a 
manner  that  will  clearly  describe  all 
matters  discussed  by  such  domestic  com¬ 
modity  option  exchange,  governing 
board,  committee  or  clearing  organiza¬ 
tion  and  reveal  any  action  taken  in  such 
matters,  and  allow  inspection  at  all  times 
by  any  authorized  representative  of  the 
Commission  of  all  such  books,  records, 
minutes  and  journals  of  proceedings. 
Such  books,  records,  minutes  and  jour¬ 
nals  of  proceedings  shall  be  kept  for  a 
period  of  five  years  from  the  date 
thereof. 

(c)  Enforce  all  bylaws,  rules,  regula¬ 
tions,  and  resolutions,  made  or  issued  by 
it  or  its  governing  board,  or  a  committee 
or  clearing  organization  thereof  relating 
to  commodity  option  transactions  on 
such  domestic  commodity  option  ex¬ 
change;  and  revoke  and  not  enforce  any 
such  bylaw,  rule,  regulation,  or  resolu¬ 


tion  made,  issued,  or  proposed  to  be  is¬ 
sued.  which  has  been  disapproved  by  the 
Commission. 

(d)  Make  continually  available  for 
dissemination  to  option  customers  and 
prospective  option  customers  a  stand¬ 
ardized  disclosure  statement  containing 
current  information,  amend  the  stand¬ 
ardized  disclosure  statement  submitted 
to  the  Commission  pursuant  to  8  32.5(f) 
when,  and  as  necessary  to  keep  current 
information  required  to  be  included 
therein  and  provide  the  Commission 
with  copies  of  all  such  amendments  at 
the  time  the  amended  standardized  dis¬ 
closure  statement  is  first  disseminated  to 
option  customers. 

(e)  Furnish  such  information  relating 
to  commodity  option  transactions  effect¬ 
ed  on  or  subject  to  the  rules  of  the  ex¬ 
change  as  the  Commission  may  from 
time  to  time  request. 

§  32.7  Recognition  of  foreign  commod¬ 
ity  option  systems. 

The  Commission  may  recognize  any 
foreign  board  of  trade  which  was  in 
existence  on  September  1,  1976,  as  a 
foreign  commodity  option  exchange 
when  the  Commission  determines  that 
trading  by  option  customers  in  the 
United  States  in  the  commodity  option 
for  which  recognition  is  sought  will  not 
be  contrary  to  the  public  interest  and  the 
following  conditions  and  requirements 
are  satisfied — 

(a)  The  foreign  board  of  trade  pro¬ 
vides  for: 

(1)  The  treating  and  dealing  of  all 
money,  securities  and  property  received 
by  the  foreign  commodity  option  ex¬ 
change  or  the  members  thereof  for  the 
account  of  option  customers  in  the 
United  States 

(1)  Which  represents  premiums  pay¬ 
able  to  option  customers  in  the  United 
States, 

(ii)  Which  is  used  to  guarantee  or 
secure  the  performance  of  option  con¬ 
tracts  of  option  customers  in  the  United 
States,  or 

(lii)  Which  has  accrued  to  option  cus¬ 
tomers  in  the  United  States  as  the  result 
of  option  transactions  on  such  foreign 
commodity  option  exchange, 

As  belonging  to  option  customers  in  the 
United  States  and  the  segregation  of 
such  money,  securities  and  property  for 
their  benefit  from  the  money,  securities 
and  property  of  other  persons,  as  pro¬ 
vided  in  8  32.17(b),  or  a  substantive 
equivalent  thereto  approved  by  the 
Commission ; 

(2)  A  clearing  mechanism  for  com¬ 
modity  option  transactions  effected  for 
the  accounts  of  option  customers  In  the 
United  States,  or  a  substantive  equiv¬ 
alent  thereto  approved  by  the  Com¬ 
mission  ; 

(3)  Registration  of  commodity  option 
transactions  effected  for  the  accounts  of 
option  customers  in  the  United  States 
in  the  name  of  such  customers; 

(4)  The  general  quotation  and  dis¬ 
semination  of  bids  and  offers  of  volume 
and  last  sale  price  information  in  the 
United  States  on  a  timely  basis  with 


respect  to  the  commodity  option  con¬ 
tracts  for  which  recognition  is  sought 
and  with  respect  to  the  underlying 
futures  contracts  and  cash  commodities. 

(b)  The  foreign  board  of  trade  fur¬ 
nishes  the  Commission  with  copies  of  the 
termS  and  conditions  of  the  commodity 
option  contracts  proposed  to  be  used 
for  transactions  with  option  customers 
in  the  United  States  and  the  Commission 
has  no  material  objections  to  such  terms 
and  conditions. 

(c)  The  foreign  board  of  trade  under¬ 
takes  to  comply,  on  a  continuing  basis, 
with  all  the  requirements  of  8  32.7(a) 
and  to  provide  the  information  required 
by  8  32.8  of  this  Part. 

§  32.8  Obligations  of  foreign  commod¬ 
ity  option  exchanges. 

Each  foreign  commodity  option  ex¬ 
change  shall  furnish  the  Commission  at 
its  principal  office  in  Washington,  D.C., 
with 

(a)  Copies  of  any  proposed  change  in 
any  term  or  condition  of  any  commodity 
option  contract  for  which  the  foreign 
commodity  option  exchange  is  recog¬ 
nized  not  less  than  thirty  days  prior  to 
the  proposed  effective  date  thereof  or 
within  such  shorter  period  of  time  as 
the  Commission  shall  permit.  Any  pro¬ 
posed  change  in  the  terms  and  conditions 
of  such  commodity  option  contracts  shall 
be  considered  by  the  Commission,  which 
shall  notify  the  foreign  commodity  op¬ 
tion  exchange  within  thirty  days  after 
receipt  thereof  if  the  Commission  has 
any  material  objections  thereto; 

(b)  The  following  information  upon 
the  Commission’s  request, 

(i)  The  total  volume  of  trading  on  the 
foreign  commodity  option  exchange  in 
each  commodity  option  contract  for 
which  the  exchange  is  recognized, 

(ii)  General  background  information 
and  demographic  statistics  about  the 
quantity  and  nature  of  market  partici¬ 
pants  in  the  United  States, 

(iii)  The  number  of  options  exercised 
in  each  commodity  option  contract  for 
which  the  exchange  is  recognized  during 
a  specified  period,  Including  the  dates 
of,  and  the  striking  prices  at  which  such 
options  were  exercised, 

(lv)  Corresponding  futures  and  spot 
prices  for  the  commodities  on  which 
option  contracts  are  traded,  and 

(v)  Such  other  information  as  the 
Commission  shall  from  time  to  time  spec¬ 
ify  regarding  the  commodity  options  for 
which  the  exchange  is  recognized. 

§  32.9  Application  for  licensing  of  do¬ 
mestic  commodity  option  exchanges 
and  recognition  of  foreign  commod¬ 
ity  option  exchanges. 

(a)  Any  board  of  trade  desiring  to  be 
licensed  as  a  domestic  commodity  option 
exchange  shall  make  application  to  the 
Commission  and  accompany  the  same 
with  a  showing  that  it  meets  the  condi¬ 
tions  set  forth  In,  and  provides  all  the 
information  and  materials  required  by, 
8  32.5  of  this  Part. 

(b)  Any  foreign  board  of  trade  in 
existence  on  September  1,  1976,  wishing 
to  participate  in  the  pilot  program  as 
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a  recognized  foreign  commodity  option 
exchange  shall  notify  the  Commission 
of  its  Intention  for  such  recognition  and 
accompany  the  same  with  (1)  a  showing 
that  It  meets  the  conditions  of  f  32.7(a) 
and  (2)  the  materials  and  undertaking 
required  by  I  32.7  (b)  and  (c)  respec¬ 
tively. 

(e)  The  Commission  6hall  not  refuse 
to  license  any  board  of  trade  as  a  domes¬ 
tic  commodity  option  exchange  or  to  rec¬ 
ognize  any  foreign  board  of  trade  as  a 
foreign  commodity  option  exchange 
without  affording  such  board  of  trade 
an  opportunity  for  a  hearing  before  the 
Commission. 

(d)  The  effective  period  for  a  license 
as  a  domestic  commodity  option  ex¬ 
change  or  for  recognition  as  a  foreign 
commodity  option  exchange  under  this 
Part  shall  be  for  a  period  not  to  exceed 
three  years  from  the  effective  date  of  this 
paragraph,  or  for  such  shorter  period  as 
the  Commission  shah  determine. 

§  32.10  Vacation  of  license  as  a  domestic 
commodity  option  exchange;  with¬ 
drawal  of  recognition  as  a  foreign 
commodity  option  exchange. 

(a)  Any  board  of  trade  may  have  Its 
license  as  a  domestic  commodity  option 
exchange  vacated  and  set  aside  by  giv¬ 
ing  notice  In  writing  to  the  Commission, 
which  notice  shah  be  submitted  at  least 
90  days  prior  to  the  date  named  therein 
as  the  date  when  the  vacation  of  license 
shah  take  effect.  Upon  receipt  of  such 
notice  the  Commission  shall  forthwith 
order  the  vacation  of  the  license  of  such 
board  of  trade  as  a  domestic  commodity 
option  exchange,  effective  upon  the  day 
named  In  the  notice,  and  shah  forthwith 
aend  a  copy  of  the  notice  and  its  order  to 
all  other  domestic  commodity  option  ex¬ 
changes.  Prom  and  after  the  date  upon 
which  the  vacation  became  effective  the 
said  board  of  trade  may  thereafter  be 
licensed  again  as  a  domestic  commodity 
option  exchange  only  by  making  appli¬ 
cation  to  the  Commission  In  the  manner 
provided  In  this  Part  for  an  original 
application. 

(b)  Any  foreign  board  of  trade  may 
have  its  recognition  as  a  foreign  com¬ 
modity  option  exchange  withdrawn  by 
giving  notice  in  writing  to  the  Commis¬ 
sion,  which  notice  shall  be  served  at 
least  90  days  prior  to  the  date  named 
therein  as  the  date  when  the  withdrawal 
of  recognition  shall  take  'effect  Upon 
receipt  of  such  notice  the  Commission 
shall  forthwith  order  the  withdrawal  of 
recognition  of  such  foreign  board  of 
trade  as  a  foreign  commodity  option 
exchange,  effective  upon  the  date  named 
tn  the  notice.  From  and  after  the  date 
upon  which  the  withdrawal  of  recogni¬ 
tion  became  effective  the  foreign  board 
of  trade  may  thereafter  be  recognized 
again  as  a  foreign  commodity  option 
exchange  only  by  notifying  the  Com¬ 
mission  In  the  manner  provided  In  this 
Part  for  an  original  request  for  recogni¬ 
tion. 


§  32.1 1  Suspension  or  revocation  of  li¬ 
cense  as  a  domestic  commodity  op¬ 
tion  exchange. 

The  Commission  may,  after  notice  and 
opportunity  for  hearing,  suspend  or 
revoke  the  license  of  any  board  of  trade 
as  a  domestic  commodity  option  ex¬ 
change  In  an  option  contract  for  which 
It  Is  licensed  If  It  determines  that — 

(a)  Cause  exists  which  would  warrant 
a  denial  of  license  under  f  32.5; 

(b)  The  domestic  commodity  option 
exchange  is  violating  or  has  violated  any 
of  the  provisions  of  |  32.6; 

(c)  The  domestic  commodity  option 
exchange,  or  any  director,  officer,  agent 
or  employee  thereof,  otherwise  Is  violat¬ 
ing  or  has  violated  any  of  the  provisions 
of  the  Act,  or  any  of  the  rules,  regula¬ 
tions,  or  orders  of  the  Commission  there¬ 
under; 

(d)  The  option  contract  Is  not  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes  by  producers, 
processors,  merchants  or  consumers  en¬ 
gaged  In  handling  or  utilizing  the  com¬ 
modity  (Including  the  products,  by¬ 
products  or  source  commodity  thereof) 
underlying  the  contract  of  sale  for  future 
delivery  on  which  such  option  is  traded 
in  Interstate  commerce; 

(e)  Option  trading  on  the  domestic 
commodity  option  exchange  In  that  con-  ’ 
tract,  or  all  option  trading  In  the  com¬ 
modity  underlying  that  contract.  Is  con¬ 
trary  to  the  protection  of  option  cus¬ 
tomers  or  the  underlying  fuures  or  cash 
markets,  or  is  otherwise  contrary  to  the 
public  Interest;  or 

(f )  All  commodity  option  transactions 
In  the  United  States  should  be  prohibited 
for  any  reason  consistent  with  the  public 
Interest  or  the  protection  of  option 
customers. 

§  32.12  Suspension  or  withdrawal  of  rec¬ 
ognition  of  foreign  commodity  option 
exchanges. 

The  Commission  may,  after  notice  and 
opportunity  for  hearing,  suspend  or 
withdraw  the  recognition  of  any  foreign 
board  of  trade  as  a  foreign  commodity 
option  exchange  In  an  option  contract 
for  which  It  Is  recognized  if  It  deter¬ 
mines  that — 

(a)  Cause  exists  which  would  warrant 
the  withholding  of  recognition  undo* 
f  32.7; 

(b)  The  foreign  commodity  option  ex¬ 
change  has  failed  to  comply  with  the 
provisions  of  §  32.8; 

(c)  The  foreign  commodity  option  ex¬ 
change,  or  any  director,  officer,  agent  or 
employee  of  such  exchange,  otherwise  Is 
violating  or  has  violated  any  of  the  pro¬ 
visions  of  the  Act,  or  any  of  the  rules, 
regulations,  or  orders  of  the  Commission; 

(d)  The  foreign  commodity  option  ex¬ 
change  Implements  a  change  In  the  terms 
or  conditions  of  the  commodity  option 
contract  to  which  the  Commission  has 
raised  material  objections,  as  provided  in 
8  32.8,  and  which  objections  have  not 
been  resolved  to  the  Commission’s  satis¬ 
faction; 


(e)  The  option  contract  is  not  used  on 
more  than  an  occasional  basis  for  other 
than  speculative  purposes  by  producers, 
processors,  merchants  or  consumers  In 
the  United  States  engaged  In  handling  or 
utilizing  the  commodity  (Including  the 
products,  by-products  or  source  com¬ 
modity  thereof)  on  which  such  option  Is 
traded,  or  the  commodity  underlying  the 
contract  of  sale  for  future  delivery  on 
which  such  option  Is  traded,  in  Interstate 
commerce; 

(f )  Option  trading  on  the  foreign  com¬ 
modity  option  exchange  In  that  contract, 
or  all  option  trading  In  the  commodity 
underlying  that  contract,  is  contrary  to 
the  protection  of  option  customers  in  the 
United  States  or  is  otherwise  contrary  to 
the  public  Interest;  or 

(g)  All  commodity  option  transactions 
In  the  United  States  should  be  prohibited 
for  any  reason  consistent  with  the  public 
Interest  or  for  the  protection  of  option 
customers  In  the  United  States. 

§  32.13  Orders  prohibiting  trading  in 
commodity  options. 

If  the  Commission  has  reason  to  be¬ 
lieve  that  any  person  Is  violating  or  has 
violated  any  of  the  provisions  of  the  Act 
or  of  the  rules,  regulations,  or  orders  of 
the  Commission  thereunder,  it  may  in 
accordance  with  the  procedures  provided 
In  paragraph  (b)  of  section  6  of  the  Act, 
prohibit  such  person  from  offering  to 
enter  Into,  entering  Into,  confirming  the 
execution  of,  or  maintaining  a  position 
In,  any  commodity  option  transaction  In 
the  United  States  and  require  all 
domestic  commodity  option  exchanges, 
and  request  foreign  commodity  option 
exchanges,  to  refuse  such  person  all  trad¬ 
ing  privileges  thereon  for  such  period  as 
may  be  specified  in  the  Commission’s 
order. 

§  32.14  Supplementing  domestic  com¬ 
modity  option  exchange  rules. 

The  Commission  may  alter  or  supple¬ 
ment  the  rules  and  practices  of  a  domes¬ 
tic  commodity  option  exchange,  its  gov¬ 
erning  board,  or  any  committee  or  clear¬ 
ing  organization  thereof,  by  rule  or  reg¬ 
ulation  or  by  order,  If,  after  making  a 
request  In  writing  to  the  domestic  com¬ 
modity  option  exchange  that  such  ex¬ 
change  effect  specified  changes  In  such 
rules  and  practices,  and  after  affording 
an  opportunity  for  a  hearing,  it  deter¬ 
mines  that  such  domestic  commodity 
option  exchange.  Its  governing  board, 
or  any  committee  or  clearing  organiza¬ 
tion  thereof,  has  not  made  the  changes 
so  required,  and  that  such  changes  are 
necessary  or  appropriate  for  the  protec¬ 
tion  of  option  customers,  persons  pro¬ 
ducing,  handling,  or  consuming  any  com¬ 
modity  which  Is  the  subject  of  a  com¬ 
modity  option  transaction  on  6uch 
domestic  commodity  option  exchange, 
or  the  products  or  by-products  thereof, 
or  for  the  protection  of  the  underlying 
futures  or  cash  markets,  including  per¬ 
sons  trading  thereon,  or  to  Insure  fair 
dealing  In  commodity  options  traded  on 
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such  domestic  commodity  option  ex¬ 
change. 

§  32.15  Emergency  actions. 

The  Commission,  whatever  It  has 
reason  to  believe  that  an  emergency  or 
potential  emergency  exists  which 
threatens  the  Interests  of  option  cus¬ 
tomers  In  the  United  States  or  Jeo¬ 
pardizes  the  orderly  functioning  of  the 
options,  futures  or  cash  markets  In  the 
United  States,  may  take,  and  direct 
others  to  take,  such  action  as.  In  the 
Commission's  judgment.  Is  necessary  to 
maintain  or  restore  orderly  trading  In, 
or  liquidation  of,  any  commodity  option 
contract,  including  suspending  the 
further  offer  and  sale  of  such  option  con¬ 
tract  In  the  United  States  for  such  period 
as  the  Commission  shall  determine. 

§  32.16  Disclosure. 

(a)  Except  as  provided  In  paragraph 
(c)  of  this  section,  prior  to  entry  Into 
the  purchase  or  sale  of  a  commodity 
option  on  or  subject  to  the  rules  of  a 
domestic  commodity  option  exchange, 
each  option  customer  or  prospective  op¬ 
tion  customer  shall  be  furnished  with  a 
dated  copy  of  the  disclosure  statement, 
prepared  by  such  domestic  commodity 
option  exchange  and  containing  then 
current  Information  with  respect  to  the 
option  being  offered  by  the  person  solicit¬ 
ing  or  accepting  the  order  therefor.  The 
disclosure  statement  shall  contain  at 
least  the  following: 

(1)  The  following  boldface  statements 
In  ten  point  type  on  the  first  page: 

Because  of  the  volatile  nature  of  the 
commodities  markets,  the  purchase  and 
granting  of  commodity  options  Involve 
a  high  degree  of  risk  and  are  not  suit¬ 
able  for  many  members  of  the  public. 
Such  transactions  should  be  entered  into 
only  by  persons  who  have  read  and 
understand  this  disclosure  statement 
and  who  understand  the  nature  and  ex¬ 
tent  of  their  rights  and  obligations  and 
of  the  risks  Involved  In  the  option  trans¬ 
actions  covered  by  this  disclosure  state¬ 
ment.  A  person  should  not  purchase  a 
commodity  option  unless  he  Is  able  to 
sustain  a  total  loss  of  the  premium  and 
transaction  costs  of  purchasing  the  op¬ 
tion.  A  person  should  not  grant  a  com¬ 
modity  option  unless  he  either  owns  the 
futures  contract  or  physical  commodity 
underlying  the  option  or  Is  able  to  sus¬ 
tain  a  substantial  financial  loss.  These 
commodity  options  have  not  been  ap¬ 
proved  or  disapproved  by  the  commodity 
futures  trading  commission  nor  has  the 
commission  passed  upon  the  accuracy 
or  adequacy  of  this  statement.  Any  re¬ 
presentation  to  the  contrary  Is  a  viola¬ 
tion  of  the  Commodity  Exchange  Act 
and  the  regulations  thereunder. 

(2)  A  statement  to  the  effect  that: 

(I)  Specific  market  movements  of  the 
commodities  or  contracts  of  sale  for 
future  delivery  underlying  the  commodi¬ 
ty  options  being  offered  cannot  be  ac¬ 
curately  predicted. 

(II)  The  grantor  of  a  call  option  who 
does  not  own  the  futures  contract  re¬ 
quired  to  be  delivered  upon  exercise  of 
the  option  Is  subject  to  risk  of  loss  should 


the  price  of  the  underlying  futures  con¬ 
tract  Increase, 

(111)  The  grantor  of  a  call  option  who 
owns  the  futures  contract  underlying  the 
option  Is  subject  to  the  full  risk  of  his 
underlying  position;  in  exchange  for  the 
premium,  so  long  as  he  remains  obligated 
under  the  option  contract,  he  had  given 
up  an  opportunity  for  gain  resulting 
from  an  increase  In  the  price  of  the 
underlying  futures  contract  above  the 
price  at  which  the  option  may  be  exer¬ 
cised, 

(3)  A  description  of  the  call  options 
being  offered  including: 

(1)  The  nature  of  a  call  option  con¬ 
tract. 

(ii)  A  list  of  the  futures  contracts 
which  are  the  subject  of  the  options 
being  offered, 

(ill)  The  total  quantity  and  quality  of 
the  commodities  which  underlie  the  con¬ 
tracts  of  sale  for  future  delivery  which 
may  be  purchased  upon  exercise  of  the 
options, 

(iv)  The  duration  of  the  option  con¬ 
tracts, 

(v)  A  listing  of  the  elements  compris¬ 
ing  the  purchase  price  to  be  charged  in¬ 
cluding  the  premium,  commissions,  costs, 
fees  and  other  charges,  as  well  as  the 
method  by  which  the  premium  is  estab¬ 
lished, 

(vi)  A  description  of  any  and  all  costs 
in  addition  to  the  purchase  price  which 
may  be  incurred  by  an  option  customer 
if  the  commodity  option  Is  exercised.  In¬ 
cluding,  but  not  limited  to,  the  amount  of 
interest,  commissions  (whether  denomi¬ 
nated  as  sales  commissions  or  other¬ 
wise),  and  all  similar  fees  and  charges 
which  may  be  incurred, 

(vli)  The  method  by  which  the  strik¬ 
ing  price  is  established, 

(viii)  The  procedural  requirements 
for  exercise  of  the  options  contracts 
being  offered, 

(lx)  A  description  of  the  grantor’s  ob¬ 
ligations  to  perform  upon  exercise  of  the 
option, 

(x)  A  description  of  the  rights  and 
obligations  of  the  option  customer,  In¬ 
cluding  the  option  customers’  rights 
upon  default, 

(xl)  A  clear  explanation  of  any  force 
majeure  clause  contained  In  the  option 
contracts,  and 

(xil)  A  description  of  any  material 
risks  not  included  in  the  statements  re¬ 
quired  by  paragraphs  (a)  (1)  and  (2)  of 
this  section; 

(4)  A  description  of  the  domestic  com¬ 
modity  option  exchange  on  which  the  op¬ 
tions  are  traded,  Including  the  operation 
of  the  clearing  mechanism  and  an  ex¬ 
planation  of  any  clearinghouse  guaran¬ 
tees;  and 

(5)  If  the  commodity  option  Is  Incap¬ 
able  of  being  liquidated  by  an  offsetting 
transaction  on  or  subject  to  the  rules  of 
the  domestic  commodity  option  exchange 
on  which  It  Is  traded,  a  statement  to  the 
effect  that  (1)  the  price  of  the  contract 
of  sale  for  future  delivery  underlying  the 
option  must  rise  above  the  striking 
price  by  an  amount  In  excess  of  the  sum 
of  the  premium  and  all  other  costs  in¬ 
curred  In  entering' Into  and  exercising 


the  commodity  option  In  order  for  the 
option  customer  to  realize  a  profit  on  the 
option  transaction,  and  (ID  an  option 
customer  will  be  unable  to  sell  any  option 
purchased  an  any  market  to  recover  any 
of  the  purchase  price,  but  rather  may 
only  liquidate  by  exercising  an  option 
before  the  expiration  date  of  the  option. 

(b)  Except  as  provided  In  paragraph 

(c)  of  this  section,  prior  to  the  entry  into 
a  commodity  option  transaction  for  the 
purchase  or  sale  of  a  commodity  option 
on  or  subject  to  the  rules  of  a  foreign 
commodity  option  exchange,  each  option 
customer  or  prospective  option  customer 
shall  be  furnished  with  a  dated  disclosure 
statement  containing  then  current  infor¬ 
mation  with  respect  to  the  option  being 
offered  by  the  person  soliciting  or  ac¬ 
cepting  the  order  therefor.  The  dis¬ 
closure  statement  shall  contain  at  least 
the  following: 

(1)  The  statements  required  by  para¬ 
graphs  (a)(1)  and  (a)(2)(l)  of  this 
section  In  the  form  specified  by  those 
paragraphs ; 

(2)  A  statement  to  the  ifrect  that: 

(I)  The  grantor  of  a  call  option  who 
does  not  own  the  futures  contract  or 
physical  commodity  required  to  be  de¬ 
livered  upon  exercise  of  the  option  Is  sub¬ 
ject  to  the  risk  of  loss  should  the  price  of 
the  underlying  futures  contract  or  phys¬ 
ical  commodity  increase. 

(II)  The  grantor  of  a  put  option  Is  sub¬ 
ject  to  risk  of  loss  should  the  price  of  the 
underlying  futures  contract  or  physical 
commodity  decrease, 

(ill)  The  grantor  of  a  call  option  who 
owns  the  futures  contract  or  physical 
commodity  underlying  the  option  Is  sub¬ 
ject  to  the  full  risk  of  his  underlying 
position;  in  exchange  for  the  premium, 
so  long  as  he  remains  obligated  under 
the  optical  contract,  he  has  given  up  an 
opportunity  for  gain  resulting  from  an 
increase  in  the  price  of  the  underlying 
futures  contract  or  physical  commodity 
above  the  exercise  price  of  the- option, 

(3)  A  description  of  the  commodity 
options  being  offered  Including: 

(I)  The  type  and  nature  of  the  con¬ 
tracts  being  offered, 

(II)  A  list  of  the  actual  commodities 
and/or  futures  contracts  which  are  the 
subject  of  such  options, 

(ill)  The  total  quantity  and  quality  of 
the  commodities  which  may  be  purchased 
or  sold  upon  exercise  of  the  commodity 
options  being  offered  or  which  underlie 
the  contracts  of  sale  for  future  delivery 
which  may  be  purchased  or  sold  upon 
exercise  of  the  options, 

(iv)  The  duration  of  the  option  con¬ 
tracts, 

(v)  A  listing  of  the  elements  compris¬ 
ing  the  purchase  price  to  be  charged  in¬ 
cluding  the  premium,  commissions  costs, 
fees  and  other  charges,  as  well  as  the 
method  by  which  the  premium  is  estab¬ 
lished, 

(vi)  The  services  to  be  provided  for  the 
separate  elements  comprising  the  pur¬ 
chase  price, 

(vli)  A  descripition  of  any  and  all 
costs  in  addition  to  the  purchase 
price  which  may  be  incured  by  an 
option  customer  if  the  commodity  option 
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Is  exercised,  Including,  but  not  limited  to, 
the  amount  of  storage.  Interest,  commis¬ 
sions  (whether  denominated  as  sales 
commissions  or  otherwise) ,  and  all  simi¬ 
lar  fees  and  charges  which  may  be  in¬ 
curred, 

(viii)  The  method  by  which  the  strik¬ 
ing  price  is  established, 

(ix)  The  procedural  requirements  for 
exercise  of  the  options, 

(x)  A  description  of  the  Issuer’s  obli¬ 
gations  to  perform  upon  exercise  of  the 
option, 

(xi)  A  description  of  the  rights  and 
obligations  of  the  option  customer,  in¬ 
cluding  the  option  customer’s  rights  upon 
default, 

(xll)  A  clear  explanation  of  any  force 
majeure  clause  contained  in  the  option 
contracts,  and 

(xlii)  A  description  of  any  material 
risks  not  Included  In  the  statements  re¬ 
quired  by  paragraphs  (a)(1),  (a)  (2)  (1) 
and  (b)  (2)  of  this  section; 

(4)  A  description  of  the  foreign  com¬ 
modity  option  exchange  on  which  the 
commodity  options  are  traded,  including 
Its  clearing  mechanism,  or  the  substan¬ 
tive  equivalent  thereto  approved  by  the 
Commission; 

(5)  If  the  commodity  option  is  incapa¬ 
ble  of  being  liquidated  by  an  offsetting 
transaction  on  or  subject  to  the  rules  of 
the  foreign  commodity  option  exchange 
on  which  it  is  traded,  a  statement  to  the 
effect  that  Cl)  the  price  of  the  commodity 
or  contract  erf  sale  for  future  delivery 
underlying  the  option  must  either  rise 
above  the  striking  price,  or  fail  below  the 
striking  price,  as  the  case  may  be,  by 
an  amount  in  excess  of  the  sum  of  the 
premium  and  all  other  costs  Incurred  in 
entering  into  and  exercising  the  com¬ 
modity  option  in  order  for  the  option  cus¬ 
tomer  to  realize  a  profit  on  the  option 
transaction,  and  (ii)  an  option  customer 
will  be  unable  to  sell  any  option  pur¬ 
chased  in  any  market  to  recover  any  of 
the  purchase  price,  but  rather  may  only 
liquidate  by  exercising  an  option  before 
the  expiration  date  of  the  option; 

(6)  The  name  of  the  person  required 
to  register  as  a  futures  commission  mer¬ 
chant  under  the  Act  with  whom  the  ac¬ 
count  agreement  is  established,  as  well 
as  the  address  and  telephone  number  of 
the  person’s  principal  business  office; 
and 

(7)  A  clear  explanation  of  the  effect 
of  any  foreign  currency  fluctuations  with 
respect  to  commodity  options  being 
offered. 

(c)  A  person  shall  not  be  required  to 
deliver  the  disclosure  statement  to  an 
option  customer  as  provided  by  para¬ 
graphs  (a)  and  (b)  of  this  section  if  the 
required  disclosure  statement  has  pre¬ 
viously  been  furnished  by  such  person 
to  the  option  customer:  Provided,  how¬ 
ever,  that  an  appropriate  disclosure 
statement  shall  be  delivered  in  any  event 

(1)  upon  the  request  of  the  option  cus¬ 
tomer,  or  (2)  if  the  previously  delivered 
disclosure  statement  has  become  inac¬ 
curate  in  any  material  respect. 

(d)  Prior  to  the  entry  into  a  commod¬ 
ity  option  transaction  on  or  subject  to 


the  rules  of  a  domestic  or  foreign  com¬ 
modity  option  exchange,  each  option 
customer  or  prospective  option  customer 
shall,  to  the  extent  the  following 
amounts  are  known  or  can  reasonably 
be  approximated,  be  informed  by  the 
person  soliciting  or  accepting  the  order 
therefor  of  the  amount  of  the  premium, 
and  any  commissions,  costs,  fees  and 
other  charges  Incurred  in  connection 
with  the  commodity  option  transaction, 
as  well  as  the  striking  price  and  all  costs 
to  be  Incurred  by  the  option  customer  If 
the  commodity  option  is  exercised. 

(e)  Not  more  than  24  hours  after  the 
execution  of  a  commodity  option  trans¬ 
action  on  a  domestic  or  foreign  commod¬ 
ity  option  exchange,  each  person  re¬ 
quired  to  register  as  a  futures  commis¬ 
sion  merchant  under  the  Act  which  deals 
directly  with  an  option  customer  and 
which  places,  or  causes  to  be  placed,  an 
order  for  a  commodity  option  transac¬ 
tion  on  behalf  of  its  option  customer, 
shall  furnish  such  option  customer,  by 
mail  or  other  generally  accepted  means 
of  communication,  with  a  written  con¬ 
firmation  statement  containing  at  least 
the  following  information: 

(1)  A  separate  listing  of  the  actual 
amount  of  the  premium,  as  well  as  each 
commission,  cost,  fee  and  other  charge 
Incurred  in  connection  with  the  com¬ 
modity  option  transaction; 

(2)  The  striking  price; 

(3)  The  total  quantity  and  quality  of 
the  commodity  which  may  be  purchased 
or  sold,  or  which  underlies  the  contract 
of  sale  for  future  delivery  which  may  be 
purchased  or  sold,  upon  exercise  of  the 
commodity  option; 

(4)  The  expiration  date,  and  the  final 
exercise  date,  if  different,  of  the  com¬ 
modity  option  purchased  or  sold,  and 
in  the  case  of  an  option  on  a  contract 
of  sale  for  future  delivery,  the  final 
trading  date  on  such  contract;  and 

(5)  The  date  the  commodity  option 
transaction  was  executed. 

§  32.17  Segregation. 

(a)  With  respect  to  commodity  op¬ 
tions  traded  on  or  subject  to  the  rules  of 
a  domestic  commodity  option  exchange — 

( 1 )  Each  person  required  to  register  as 
a  futures  commission  merchant  under 
the  Act  shall  treat  and  deal  with  all 
money,  securities  and  property  received 
by  such  person  (1)  as  a  premium  to  be 
used  for  the  purchase  of  an  option  con¬ 
tract  for  an  option  customer,  (il)  as  a 
premium  payable  to  an  option  customer, 
(ill)  to  guarantee  or  secure  performance 
of  the  option  contracts  of  an  option  cus¬ 
tomer,  or  (iv)  representing  accruals  to  an 
option  customer  as  the  result  of  option 
contracts,  as  belonging  to  such  option 
customer.  Such  money,  securities  and 
property  shall  be  separately  accounted 
for  and  shall  not  be  commingled  with 
the  money,  securities  or  property  of  such 
person  required  to  register  as  a  futures 
commission  merchant  under  the  Act  or 
with  the  money,  secruities  or  property  of 
such  person’s  commodity  customers  (as 
defined  in  S  1.3(k)  of  this  chapter)  or 
of  any  other  person  or  be  used  to  secure 


or  guarantee  the  trades  or  contracts,  or 
to  secure  or  extend  the  credit,  of  any 
option  customer  or  person  other  than  the 
one  for  whom  the  same  are  held:  Pro¬ 
vided,  however,  that  such  money,  secu¬ 
rities  or  property  treated  as  belonging  to 
the  option  customers  of  such  person  who 
engage  in  commodity  option  transactions 
executed  on  or  subect  to  the  rules  of  a 
domestic  commodity  option  exchange 
may  for  convenience  be  commingled  and 
deposited  in  the  same  account  or  ac¬ 
counts  with  any  bank  or  trust  company, 
with  the  clearing  organization  of  such 
domestic  commodity  option  exchange,  or 
with  another  person  registered  as  a  fu¬ 
tures  commission  merchant  under  the 
Act,  in  the  United  States,  and  that  such 
share  thereof  as  in  the  normal  course 
otf  business  shall  be  necessary  to  guaran¬ 
tee,  secure,  transfer,  adjust,  or  settle  the 
commodity  option  contracts  of  such  op¬ 
tion  customers,  or  resulting  market  posi¬ 
tions,  with  the  clearing  organization  of 
such  domestic  commodity  option  ex¬ 
change  or  with  any  other  person  regis¬ 
tered  as  a  futures  commission  merchant 
under  the  Act,  may  be  withdrawn  and 
applied  to  such  purposes,  including  the 
payment  of  commissions,  brokerage,  in¬ 
terest,  taxes,  storage  and  other  fees  and 
charges,  lawfully  accruing  in  connection 
with  such  option  contracts  and  trades: 
Provided,  further,  that  such  money  may 
be  Invested  in  obligations  of  the  govern¬ 
ment  of  the  United  States,  in  general  ob¬ 
ligations  of  any  State  or  of  any  political 
subdivision  thereof,  and  in  obligations 
fully  guaranteed  as  to  principal  and  in¬ 
terest  by  the  government  of  the  United 
States. 

(2)  It  shall  be  unlawful  for  any  per¬ 
son,  including  but  not  limited  to  any 
clearing  organization  of  a  domestic  com¬ 
modity  option  exchange,  and  any  deposi¬ 
tory,  that  has  received  any  money,  secu¬ 
rities,  or  property  for  deposit  in  a  sepa¬ 
rate  account,  as  provided  in  paragraph 
(a)(1)  of  this  section,  to  hold,  dispose 
of  or  use  any  such  money,  securities  or 
property  as  belonging  to  any  person 
other  than  the  option  customers  of  the 
person  required  to  register  as  a  futures 
commission  merchant  which  deposited 
such  option  customer  money,  securities 
and  property. 

(3)  -(14)  fReservedl 

(b)  With  respect  to  commodity  options 
traded  on  or  subject  to  the  rules  of  for¬ 
eign  commodity  option  exchange — 

(1)  Each  person  required  to  register 
as  a  futures  commission  merchant  under 
the  Act  shall  treat  and  deal  with  all 
money,  securities  and  property  received 
by  such  person  (1)  as  a  premium  to  be 
used  for  the  purchase  of  an  option  con¬ 
tract  for  an  option  customer  in  the 
United  States,  (ii)  as  a  premium  payable 
to  an  option  customer  in  the  United 
States,  (11)  to  guarantee  or  secure  per¬ 
formance  of  option  contracts  of  an  op¬ 
tion  customer  in  the  United  States,  or 
(lv)  representing  accruals  to  an  option 
customer  in  the  United  States  as  the  re¬ 
sult  of  option  contracts,  as  belonging  to 
such  option  customer.  Such  money,  se¬ 
curities  and  property  shall  be  separately 
accounted  for  and  segregated  in  the 
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United  States  and  shall  not  be  com¬ 
mingled  with  the  money,  securities  or 
property  of  such  person  required  to  reg¬ 
ister  as  a  futures  commission  merchant 
or  with  the  money,  securities  or  prop¬ 
erty  of  such  i>erson’s  commodity  cus¬ 
tomers  (as  defined  in  S  1.3(k)  of  this 
chapter)  or  of  any  other  person  or  be 
used  to  secure  or  guarantee  the  trades 
or  contracts,  or  to  secure  or  extend  the 
credit,  of  any  option  customer  or  person 
other  than  the  one  for  whom  the  same 
are  held:  Provided,  however,  that  the 
money,  securities  or  property  treated  as 
belonging  to  the  option  customers  of 
such  person  who  engage  in  commodity 
option  transactions  executed  on  or  sub¬ 
ject  to  the  rules  of  a  foreign  commodity 
option  exchange  may  for  convenience  be 
commingled  and  deposited  in  the  same 
account  or  accounts  with  any  bank  or 
trust  company  in  the  United  States  or 
with  another  person  registered  as  a  fu¬ 
tures  commission  merchant  under  the 
Act  in  the  United  States  or  with  the 
foreign  commodity  option  exchange  and 
that  such  share  thereof  as  in  the  normal 
course  of  business  shall  be  necessary  to 
guarantee,  secure,  transfer,  adjust,  or 
settle  the  foreign  commodity  option  con¬ 
tracts  of  such  option  customers  or  re¬ 
sulting  market  positions,  with  the  for¬ 
eign  commodity  option  exchange,  or  with 
any  person  registered  as  a  futures  com¬ 
mission  merchant  under  the  Act,  may 
be  withdrawn  and  applied  to  such  pur¬ 
poses.  Such  money,  securities  and  prop¬ 
erty,  when  so  deposited  with  any  bank, 
trust  company,  other  person  required  to 
be  registered  as  a  futures  commission 
merchant  under  the  Act,  shall  be  de¬ 
posited  under  an  account  name  which 
will  clearly  show  that  it  contains  money, 
securities  or  property  treated  as  belong¬ 
ing  to  option  customers,  segregated  as 
required  by  this  Part.  Each  person  re¬ 
quired  to  register  as  a  futures  commis¬ 
sion  merchant  under  the  Act  depositing 
such  money,  securities  or  property  shall 
obtain  and  retain  in  its  files  for  the 
period  provided  in  §  1.31  of  this  chapter 
an  acknowledgment  from  such  bank, 
trust  company  or  person  required  to  reg¬ 
ister  as  a  futures  commission  merchant 
under  the  Act  that  it  was  informed  that 
the  money,  securities  and  property  so 
deposited  are  being  treated  as  belonging 
to  option  customers  and  are  being  held 
in  accordance  with  the  provisions  of  this 
Part.  Such  bank,  trust  company,  or  per¬ 
son  required  to  register  as  a  futures  com¬ 
mission  merchant  under  the  Act  must 
allow  inspection  of  such  accounts  at  any 
reasonable  time  by  representatives  of 
the  Commission. 

(2)  No  money,  securities  or  property 
deposited  in  accordance  with  paragraph 
(b)(1)  of  this  section  shall  be  held,  dis¬ 
posed  of,  used  or  treated  as  belonging  to 
the  depositing  person  or  any  person  other 
than  the  option  customers  in  the  United 
States  of  such  person:  Provided,  how¬ 
ever,  that  such  money  may  be  invested 
in  obligations  of  the  government  of  the 
United  States,  in  general  obligations  of 
any  State  or  of  any  political  subdivision 
thereof,  and  in  obligations  fully  guaran¬ 
teed  as  to  principal  and  Interest  by  the 


government  of  the  United  States.  Such 
investments  shall  be  made  through  an 
account  or  accounts  used  for  the  deposit 
of  money,  securities  or  property  received 
from  or  for  the  account  of  option  cus¬ 
tomers  and  proceeds  from  any  sale  of 
such  obligations  shall  be  redeposited  in 
such  account  or  accounts.  Each  person 
which  invests  money  belonging  or  ac¬ 
cruing  to  option  customers  in  obliga¬ 
tions  as  described  in  this  paragraph  (2), 
shall  separately  account  for  such  obliga¬ 
tions  and  segregate  such  obligations  as 
belonging  to  such  option  customers. 
Such  obligations  shall  be  deposited 
under  an  account  name  which  will 
clearly  show  that  it  contains  obligations 
treated  as  belonging  to  option  customers; 
segregated  as  required  by  this  Part.  Each 
person  depositing  such  obligations  shall 
obtain  and  retain  in  its  files  an  acknowl¬ 
edgment  from  such  bank  or  trust  com¬ 
pany  that  it  was  informed  that  the  obli¬ 
gations  are  treated  as  belonging  to  op¬ 
tion  customers  and  are  being  held  in 
accordance  with  the  provisions  of  this 
Part  Such  acknowledgment  shall  be  re¬ 
tained  for  the  period  provided  in  S  1.31 
of  this  chapter.  Such  bank  or  trust  com¬ 
pany  must  allow  inspection  of  the  obliga¬ 
tions  at  any  reasonable  time  by  repre¬ 
sentatives  of  the  Commission. 

(3)  Each  person  which  invests  money 
treated  as  belonging  to  option  customers 
ws  permitted  hereunder  shall  keep  a 
record  showing  the  following:  (i)  the 
date  on  which  such  investments  were 
made,  (ii)  the  name  of  the  person 
through  which  such  investments  were 
made,  (iii)  the  amount  of  money  so  in¬ 
vested,  (iv)  a  description  of  the  obliga¬ 
tions  in  which  such  investments  were 
made,  (v)  the  identity  of  the  depositor¬ 
ies  or  other  places  where  such  obliga¬ 
tions  are  segregated,  (vi)  the  date  on 
which  such  investments  were  liquidated 
or  otherwise  disposed  of  and  the  amount 
of  money  received  on  such  disposition, 
if  any,  and  (vii)  the  name  of  the  person 
to  or  through  which  such  investments 
were  disposed  of. 

(4)  Persons  which  invest  money  in 
obligations  described  in  paragraph 
(b)  (2)  of  this  section  shall  include 
such  obligations  in  segregated  account 
at  values  which  at  no  time  shall  be 
greater  than  current  market  value,  de¬ 
termined  as  of  the  close  of  the  market 
on  the  last  preceding  market  day. 

(5)  The  deposit  and/or  investment  of 
money  as  provided  in  paragraph  (b) 

(1)  or  (2)  of  this  section  shall  not  op¬ 
erate  to  prevent  the  person  so  deposit¬ 
ing  and/or  investing  such  money  from 
receiving  and  retaining  as  its  own  any 
increment  or  interest  resulting  there¬ 
from. 

(6)  The  amount  of  money,  securities 
and  property  which  is  and  which  must 
be  in  a  segregated  account  in  order  to 
comply  with  the  segregation  require¬ 
ments  of  this  paragraph  (b)  of  this  sec¬ 
tion  shall  be  computed  by  each  person 
required  to  register  as  a  futures  com¬ 
mission  merchant  under  the  Act  as  of 
the  close  of  each  business  day.  A  rec¬ 
ord  of  such  computation  shall  be  made 
and  kept,  together  with  all  supporting 
data,  in  accordance  with  the  provisions 


of  S  32.19  of  this  Part.  Such  computa¬ 
tion  shall  be  made  prior  to  the  opening 
of  business  on  the  next  business  day. 

§  32.18  Promotional  material. 

Each  person  required  to  register  as  a 
futures  commission  merchant  under  the 
Act  shall  retain  for  a  period  of  at  least 
five  years,  all  promotional  material  used 
by  it  in  its  commodity  option  activities 
with  option  customers  and  shall  make 
such  promotional  material  available  for 
inspection  upon  request  by  any  au¬ 
thorized  representative  of  the  Com¬ 
mission. 

§  32.19  Record  keeping  requirements. 

(a)-(l)  (Reserved] 

(j)  With  respect  to  commodity  op¬ 
tions  traded  on  or  subject  to  the  rules 
of  a  foreign  commodity  option  ex¬ 
change,  each  person  required  to  be 
registered  as  a  futures  commission 
merchant  under  the  Act — 

(1)  Shall  keep  full,  complete  and  sys¬ 
tematic  records  together  with  all  per¬ 
tinent  data  and  memoranda  of  or  re¬ 
lating  to  its  commodity  option  trans¬ 
actions.  Such  records  shall  at  least  in¬ 
clude  all  orders  (filled,  unfilled  or  can¬ 
celled),  signature  cards,  books  and  rec¬ 
ords,  journals,  ledgers  (separate  for 
proprietary  option  accounts),  cancelled 
checks,  copies  of  all  statements  of  pur¬ 
chase,  exercise  or  lapse,  customer  month 
end  statements,  monthly  trial  balances, 
monthly  listing  of  open  option  positions 
arranged  by  commodity  and  striking 
price,  and  reports,  letters,  disclosure 
statements  and  confirmation  statements 
required  by  5  32.16.  Upon  the  request  of 
an  authorized  representative  of  the 
Commission,  such  person  shall  furnish 
the  true  name  and  address  of  each  com¬ 
modity  option  customer  in  the  United 
States  or  prospective  commodity  option 
customer  solicited. 

(2)  Shall  also  keep  a  record  in  per¬ 
manent  form  which  shall  show  the 
true  name  and  address  of  each  maker, 
underwriter,  issuer  or  other  person  who 
assumes  or  purports  to  assume  any 
financial  responsibility  for  the  fulfill¬ 
ment  of  any  commodity  option  trans¬ 
action  solicited  or  accepted  by  such 
person  to  the  extent  that  such  infor¬ 
mation  is  known  or  may  reasonably  be 
obtained  by  such  person. 

(3)  Which  accepts  an  order  for  a  com¬ 
modity  option  from  a  person  other  than 
an  option  customer,  shall  keep  full, 
complete  and  systematic  records  together 
with  all  pertinent  data  and  memoranda 
of  or  relating  to  the  transaction.  Such 
records  shall  at  least  include  the  items 
set  forth  in  paragraph  (j)  (2)  of  this 
section  and,  to  the  extent  necessary  to 
reflect  such  person’s  participation  in  the 
transactions,  shall  include  all  items  set 
forth  in  paragraph  (j)  (1)  of  this  section. 

(4)  Which  accepts  an  order  for  a 
commodity  option  as  provided  in  para¬ 
graphs  (j)  (1)  through  (3)  of  this  section 
shall  immediately  upon  receipt  thereof 
prepare  a  written  record  of  such  order, 
including  an  account  identification  and 
order  number,  and  shall  record  thereon 
by  time-stamp  or  other  device,  the  date 
and  time,  to  the  nearest  minute,  that 
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the  order  Is  (i)  accepted,  <ii)  transmitted 
for  execution,  and  (iii)  executed. 

(5)  Shall  retain  all  records,  memo¬ 
randa  and  other  documents  required  to 
be  maintained  by  paragraphs  (j)  (1) 
through  (3) ,  and  to  be  prepared  by  para¬ 
graph  (j)  (4) ,  of  this  section  for  the 
period  specified  in  §  1.31  of  this  chapter, 
and  shall  produce  the  same  for  inspection 
and  furnish  true  and  correct  copies 
thereof  and  information  and  reports  as 
to  the  contents  or  meaning  thereof  when 
and  as  requested  by  any  authorized 
representative  of  the  Commission  or  the 
United  States  Department  of  Justice. 

§  32.20  Application  and  closing  out  of 
offsetting  long  and  short  positions. 

IReserved.] 

g  32.21  Filing  of  information  by  do- 
mestc  commodity  option  exchanges. 

[Reserved.] 

S  32.22  Report  by  domestic  and  foreign 
commodity  option  exchanges. 

[Reserved.] 

|  32.23  Reports  by  futures  commission 
merchants. 

[Reserved.] 

g  32.24  Reports  by  traders. 

[Reserved.] 

g  32.25  Reports  by  members  of  domes¬ 
tic  commodity  option  exchanges. 

[Reserved.] 

g  32.26  Special  calls  for  information. 
[Reserved.] 

g  32.27  Trading  requirements. 
[Reserved.] 

g  32.28  Unlawful  activities. 

It  shall  be  unlawful  for  any  person — 


<  a  >  Required  to  be  registered  with  the 
Commission  in  accordance  with  this 
Part  expressly  or  impliedly  to  represent 
that  the  Commission,  by  declaring  ef¬ 
fective  the  registration  of  such  person  or 
otherwise,  has  directly  or  Indirectly 
approved  such  person,  or  any  commodity 
option  transaction  solicited  or  accepted 
by  such  person; 

(b)  In  or  in  connection  with  an  offer 
to  enter  Into,  the  entry  into,  the  con¬ 
firmation  of  the  execution  of,  or  the 
maintenance  of  any  commodity  option 
transaction  expressly  or  Impliedly  to 
represent  that  compliance  with  the  pro¬ 
visions  of  this  Part  constitutes  a  guar¬ 
antee  of  the  fulfillment  of  the  com¬ 
modity  option  transaction; 

(c)  Upon  receipt  of  an  order  for  a 
commodity  option  transaction,  unrea¬ 
sonably  to  fail  to  secure  prompt  execu¬ 
tion  of  such  order ; 

(d)  To  manipulate  or  attempt  to 
manipulate  the  market  price  of  any 
commodity  option  on  or  subject  to  the 
rules  of  any  domestic  commodity  option 
exchange:  Provided,  however,  that  any 
action  taken  by  any  domestic  commodity 
option  exchange  pursuant  to  a  rule 
approved  by  the  Commission  or  any 
emergency  action  which  a  domestic 
commodity  option  exchange  Is  permitted 
to  take  pursuant  to  f  32.15  shall  not  be 
deemed  to  be  a  manipulation  for 
purposes  of  this  paragraph ; 

(e)  To  offer  to  enter  into,  enter  into, 
or  confirm  the  execution  of,  any  com¬ 
modity  option  transaction,  if  such  trans¬ 
action  is,  is  of  the  character  of,  or  la 
commonly  known  to  the  trade  as,  a  “wash 
sale”,  "cross  trade”,  or  "accommodation 
trade”,  or  is  a  fictitious  sale. 

§  32.29  Fraud  in  connection  with  com¬ 
modity  option  transaction*. 

It  shall  be  unlawful  for  any  person 
directly  or  indirectly — 


(a)  To  cheat  or  defraud  or  attempt  to 
cheat  or  refraud  any  other  person; 

(b)  To  make  or  cause  to  be  made  to 
any  other  person  any  false  report  or 
statement  thereof  or  cause  to  be  entered 
for  any  person  any  false  record  thereof; 

(c)  To  deceive  or  attempt  to  deceive 
any  other  person  by  any  means  whatso¬ 
ever; 

in  or  in  connection  with  an  offer  to  enter 
into,  the  entry  into,  or  the  confirmation 
of  the  execution  of,  any  commodity 
option  transaction. 

§  32.30  Option  transactions  entered 
into  prior  to  the  effective  date  of  this 
Fart;  certain  subsequent  transac¬ 
tions. 

Nothing  contained  in  this  Part  shall 
be  construed  to  affect  any  lawful  activ¬ 
ities  that  occurred  prior  to  the  effective 
date  of  this  Part.  All  option  transactions 
offered  or  entered  into  on  or  after 
December  9,  1976,  and  prior  to  July  30, 
1977,  shall  be  subject  to  the  terms  and 
conditions  of  this  Part  in  effect  on  and 
between  those  dates. 

Interested  persons  are  invited  to  sub¬ 
mit  comments  on  the  proposed  regula¬ 
tions  to  the  Commission,  2033  K  Street, 
N.W.,  Washington,  D.C.,  20581,  Atten¬ 
tion:  Secretariat.  Comments  received  on 
or  before  June  6,  1977,  will  be  considered 
by  the  Commission  before  taking  action 
on  the  proposed  regulations.  Copies  of  all 
comments  received  will  be  available  for 
inspection  in  the  Commission’s  offices  in 
Washington,  D.C. 

Issued  in  Washington,  D.C.  on  March 
30,  1977,  by  the  Commission. 

William  T.  Bagley, 
Chairman,  Commodity  Futures 

Trading  Commission. 
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